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CHAPTER I
THE PROBLEM AND ITS SETTING

The Problem
In ovder to continue to operate on a more sound day-to-day
financial basis, it may, at times, be to the institution's advantage to
spread capital expenditures over a number of years, via the method of
long-term debt. This paper will study the problem of obtaining long-term
debt for the purpose of financing expansion of physical facilities at

small, nonprofit, traditional midwestern colleges.

Justification of the Problem

Private higher education, as it is known in America, has had a
constantly changing place in the overall educational environment of the
nation. From its role of almost total dominance in the early ycars of
the nation's history, private higher education has arrived at a most
-tenuous position today. This tcnuous position is due largely to school
costs increasing more rapidly than their ability to generate revenue.
1f this trend continues unabated, private higher cducation in America
could conceivably cense to exist.

However, many feel that private higher education has such an
important vole to play as an alternative to state supported education,
that funds nmust, and will, be found to continue to support, at a high
level of quality, the operation of the wmajority of the private colleges

that exist today,



There are many encouraging indications that new sources of
revenue will be made available to the private colleges in the future.
The responsibility of the Qverall population, including varidus levels
of government, to financially assist in the fiscal support of private
colleges {s under seripus study in many areas. One of the more recent
studies is being undertaken by a'blue~fibbon commission on post-secondary
education that was created by the 1973 Montana Legislature. It {s to
determine the future of higher education in that state. The Governor
asked the commission to consider a number of questions, including, 'To
what extent should planning for publicly supported post-secondary units
take into account the development plans and capabilities of private
institutions within he state?™ (71:3).

Financing the construction of private nonprofit facilities of
higher education has never been an easy task. In the days of an expand-
ing birth rate, Increasing government financial assistance in many fonns
including construction grants, loans, interest subsidies and mortgage
guaranties, and gencrally full classrooms, finding the proper financing
for constyruction at these institutions was very difficult. With all of
the positive factors now diminished, securing favorable financing
through conventional routes may be all but impossible,

fhis study will determine if problems in obtaining long-term
debt for financing construction actually do exist, and {f so, to what
extent, Models will be developed showing new financial programs that

may be nceded to make funds available to the schools in question,

Hypothesis to be Tested
The basic rescarch hypothesis to be investigated is that over

twenty-five per cent of the collégcs in the geographical area covered by




this study will nced to borrow money to construct or renovate buildings

)

on their campuses in the future,

Subhypotheses to be Tested

In developing the basic research hypdthesis, a number of related

hypotheses will.be considered and tested. These are listed below in

three groupings with a total of fourteen specific subhypotheses.

k)

1.

College related éubhypotheses:

A,

Over seventy-five per cent of the colleges have received
loans for construction in the past.

Ovex fifty per cent of the colleges plan to undertake
additional construction projects to meet needs, in the
future,

’

Less than fifty per cent of those intending to borrow
money to finance future projects (refer to the basic
research hypothesis) expect to have some difficulty
borrowing the amount they need.

Less thaa fifty per cent of the colleges object to
borrowing from a program having some type of government
involvenment,

More than fifty per cent of the colleges that have
borrowed money for construction in the past have
borrowed from Health, Education, and Welfare (HEW),
Office of Education, Loans for Construction of Academic
Facilities Program, or the Federal Housing Adminis-
tration (FHA), Department of lousing and Urban
Development (liUD), College Housing Program.

Over scventy-five per cent of the colleges are able to
mortgage part of their assets to secure a loan,

Less than twenty-five per cent of the colleges currently
set aside depreciation in a fund to renovate or replace
existing buildings.

Leader related subhypotheses:

A,

Less than fifty per cent of the leaders have a wvorking
knowledge of the HEW or FHA college loans for construction
programs,

Less than tuwenty-five per cent of the leunders have made
loans to colleges for construction,



. The
assumptions

1.

C. Over seventy-five per cent of the lenders require
+ mortgages, i
D. Of those lenders responding to the question, 'less than
fifty per cent have generally received enough informa=-
tion from colleges with the request for a loan to make
an informed decision, '

E. Over fifty per cent of the lenders believe that a loan
program with some type of govermment involvement to
make loan money available to colleges has merit.

F. Over fifty per cent of the lenders believe that there
is a need for borrowed funde to be used for college
construction,

Subhypothesis related to both colleges and lenders:

Over seventy-five per cent of lenders and colleges
consider philanthropy to be an important source of
funds for meeting the cost of college construction
projects,

Assumptions
following itcmc zrz necessary and reasonable theoretical
for the orderly progression of this study:

Before vonstruction plans are decided upon, all alternatives
to construction will have been fully explored. A decision
will have been made that no reasonable alternative to the
expending of capital funds for the construction exists, before
plans for financing are finalized.

The college is engaged in effective long-range planning so
construction is not undertaken that does not meet present
nceds and complement future expectations, The planning has
also taken into full account the additional expenses which
may be reflected in the operating budget, for operation and
maintenance of the completed building.

As a ''subhypothesis," it was stated that philanthropy remains
an important part of any college construction financing plan,
It is assuned that it is better for the college not to go
into any more debt than neccessary to construct facilities.

Colleges planning construction are meeting valid needs of
the society as a whole, and should continue to exist in order
to mcet thosc nceds,

Colleges will borrow money for conslruction, if other metheds
of ahtaining the nceded funds faill,



6. Colleges will mecet any reasonable requirements of the

lender, such as mortgaging' the property or pledging future
revenue,

7. Funds will be available for the colleges to borrow, {f they

are financially able to repay the loans, and they present
their request well to lenders,

8. Colleges will generally approach a local lending institution
for counsel and advice, if not actually for a loan, before
they will approach nonlocal lenders.

Delimits of the Study

{
The study is limited in a number of ways. The geographical size

of the universe pertaining to the colleges was limited to the four states
of Colorado, Kansas, Missouri and Nebraska, These states have tradition-
ally been strong supporters of private, nonprofit institutjons of higher
learning, The area includes sixty colleges which fall into the category
to be studied. It was determined that a total of sixty was-a workable
number, as it would allow every appropriate college in the geographical
area to be included in the study. It was expected that sixty was a large
enough number of institutions so rhat with the necessary qualifications
applying, generalizations could be drawn at a later date about a dif-

ferent, but similar universe.

The geographical size of the universe pertaining to the lending
institutions included institutional lenders located in Colorado, Kansas
and Nebraska. The census size was ninety, and scdewhat corresponded with
the nunber of colleges included in that census. It was a size that could
reasonably be analyzed.

The study is further limited by its place in time. It dos:ribes
the feelings of the colleges and lending institutions at one moaent in

Septeuber or October of 1973, Fall appeared to be a good time for the

sutvey, as the start of the school year brings with it the plans for the



future, as weil as confiming the rcalities of the présent.

It is recognized that these types of colleges have historically
relied heavily on philanthropy, and should continue most strenuously
their attempts to raise funds in this manner. However, it was decided
to limit this study to that portion of thé capital financing needs that

i
will be met through the financing method of long-term debt,

Definitions of Terms Used
i

Lender includes any financial institution that makes money
available to a college on a long-term basis. It could be a bank, savings
and loan association, life insurance company, bond house or any other
institutional investor. As included in the data gathering census,
lender meant af institution located in Colorado, Kansas or Nebraska,

listed in the 1973 Directory of the Mortgage Bankers Association of

America.

Construction is used to describe any and all activity which
results in the building, addition to, alteration or renovation, of a
physical facility which when completed is under the control of the
college and has been decmed necessary to the continuous operation of
that college.

Buildings for the purpose of this study include all buildings
as described under construction.

Loan refers to any method of making long-temnm funds available
to a collegg for conctruction. These instruments include unsccured
signature notes, loans seccured by pledges of future revenue, mortgages,

bonds or any combination of these, or other items,

Loung-tera as herein used is a repayaent period that cxceceds
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the construction time; a debt shown on the annual financial reports as

\
bging other than a current liability, ‘As discussed clsewhere, loan

+
!

vepayment periods for loag-term debts will vary from one to fifty years,

but will notrwally be more than five years. ;

Small as used in this study when referring té‘the size of
collegés, is a college with an enrollment of less thaan 2,470 students,
Th%s figure was selected because the largest school iacluded in the
college census had an enrollment of 2,469,

Midwestern as used in the title of this study refers to the
four states of Colorado, Kansas; Missouri and Nebraska,

T;aditional as used in the title of this study describes a
college that owns a campus and the buildings thereon.

Generally accepted usage should be applicable in defining all
other terms used in this study, except as modified by the overall

context,

The Probable Value and Importance of the Study

This study will determine the adequacy of current methods and
sources of long-term debt available to colleges for consideration pur-
poses, Models of programs to correct some of those existing deficien-
cies, as defined by the study, will be developed and presented in the
appendices,

The waterial developed by the study, both in confirning and
defining the existing problems, and in developing the models, inay be
of value to the ficld as a gencral point from which thinking could
start in the developnent of solutions to individual problems.

The data collected to test the hypotheses may be useful as

the basis for developing ncw federal or state legislation, 'The study
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could sexrve as a ready vefevence to the possible level of acécptauce
by colleges a;d lenders, of such plans, Models of possible fegislation,
developed and presented in the éppendices, may be used as a place for
lawmakers to start in formulating legislative proposals., The entire
study could be of value as the factual basis for a planned lobﬁying
effort by collége representatives to implement either one or both of
the program models, §

The data in this study ;hould indicate to lenders that there may
be a demand for long-term loan funds for college construction. It is an
area that may well warrant more promotion and development by individual
lenders. The financial community often comes under pressure to par-
t%cipate move fully in the solving of the nation's problems. 1In fi-
nancing college constructinn, the financial community would be contributing

to solving one of the natiZ:a':s ;voblems.

Revicw of Remaining Chapters

Chapter II reviews the available literature of the field,
presenting it by broad subject groups., These subjects afe presented
in such manner that each can be used as a condensed information base
withgut the necessity for cross referencing to other topics, when
addressing basic questions, Much data was collected, even though the

amount of usable information gained was not in the volume that had

been cxpected,

Data Gathering and Analysis is the title of Chapter 1I1. The
procedure used to gather data, including a definition of the cecnsus
{rom which the data was obtained, is presented. - The chapter also
contains a full discussion of’the statistical analysis used to test

the hypothceses,
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Chapter 1V presents the statistical analysis of the data
\
collected, and discusses the narrative responses that were received
during the study. The statistical data i{s summnarized on four tables

included in that chapter.
The conclusions and recommendations for further research are

contained in the final chapter. It also summarizes the data presentéd

earlier, along with some of the procedures used in the study.
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CHAPTER 11

SURVEY OF RELATED LITERATURE

The literature related to the general problem of borrowing
money for long periods of time go pay‘for construction or renovation
of private college buildings is very limited. An iundepth study of
this literature revealed no publication devoted exclusively to that
problem. 1In order to provide a conprehensive review of the litera-
ture related to the topic, as much of the field of school finaacing
as possible was considered. Much literature is available relating
to the procedures used in the financing of tax supported schools and
colleges, but little of tuis information is directly, or even indirectly,
transferable to the question as reclated to private colleges.

In an attempt to develop all possible sources that might add

significantly to this research effort, over sixty sources were coatacted

by mail to obtain reprints of journal articles, a number of biblio-

graphies and abstract service publications were rveviewed, and municipal

and university libraries were personally visited in scven states. A
great deal of infonration was obtained {rom the U. S, Sccond District
Congressman from Colorado, pertaining to governmental programs.

The literature review considered specifically eleven major ques-
tions relating to the basic topic. After introducing the problen, it was
desirable to explore the available literature to determine that a neced
for.additional facilitics and borrowed funds does actually exist. Then

it was of interest to coasider wiy loag-tera debt was once coasidered to

10



be unacccpt;ble, and why this belief may now be chauging. The two types
of bufldings found on every campus, nonrevenue yielding and reveunue
yielding, were cxplored to determine the special problems.related to
each, The sources of funds and methods of financing were presented in
some detail and two different applications from other fields were
exhibited hypothetically., The last items considercd before the summary
were those of length ofnloan, equity required, the treatment of deprecia-

tion and considerations pertaining to financial feasibility.

Introduction

Johns and Morphet have indicated the importance of the educational
concepts which stated that everyone should have equality of opportunity
for the kind of educational program which best meets his need (20:5).
Such opportunities should be provided in nonpublic supported schools
and institutions of higher learning, as well as public schools. Public
institutions of higher learning, they have reminded us, should be largely
supported by public taxation, while nonpublic colleges should be
supported on a voluntary basis from other than public tax funds. The
Chamber of Commerce has acknowledged that education is an investment in
people and schools must be adequately supported and financed in every
part of the world (37:2). Eulau and Quinley, in one of their surveys,
asked a group of legislators and officials where the-”grcatost need for
additional funding' lay (12:78). The most frequently mentioned need was
the neced to allocate new funds for construction.

In Canada, Waines has stated:

It is clear that very substantial amounts of money will be

requived in ecach of the next five ycarvs to wcet the capital needs
of universitices and colleges if they are to accomaodate the student

cnrollment and provide accomnodation for additional staff, rescarch
facilities, residents and other services (34:35).

11



The Carnegie Commission reconmended:
«esothat private colleges prepare to accept in the next decade an
increase which will, nevertheless, allow for a small decline in the
proportion of private to public college enrollments between five and
eight percent (21:55).
They were convinced that most private colleges were viable, They felt
that higher cducation as a whole would be more effective and efficiently
provided {f a dual system of private and public colleges was fostered.
They stated that on the whole, private colleges are capable of growth and
utility,

Russell stated:

In nost colleges and universities the construction of necw
academic buildings is an extraordinary event, an affair that does
not occur every year, and for that reason special arrangements are
usually necessary for the financing of the construction (33:339).

Special arrangements for financing would generally include some level of
borrowing.

Since it appears that private education may be a desirable, if

not a necessary, part of the Amervican higher education picture, it

may seem strange to be concerned about the problem of borrowing to

finance the construction of buildings at these colleges. Individuals

_and businesses borrow routinely for less worthwhile activities. Where

then does the problem lie?

Part of the problem is that portions of the lending comaunity,
along with some educators, belicve private education is in a financial
crisis, They are aware of authorities in the field such as Jenny and

Wynn, who have stated:

As we are writing the text of this report we are once again aware
of a sense of crisis within higher education circles, At the very
noment when higher cducation is struggling with its identity, there
is also increasing talk of financial troubles, of substantial defi-
cits, and cven of the insolvency of even larger nuambers of private
colleges and universities (12:vi),

12
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Rivlin has pointed to the "sub-crisis” in higher education that
is created by the special problems of private colleges, especially small
liberal arts colleges, whose costs have risen to the pOi;t of placing
them in increasingly precarious financial positions (32:6-7), She also
stressed that many persons view the financial distress of private
colleges as a disaste;.for American higher education in general., The
National Catholic Educational Association has concluded:

Unless some kind of financial solution or assistance comes forth
soon, many private colleges &nd universities cannot hold back the
consequences of recent and current deficits, much less play a
dynamic role on the American education scene (25:26).

Then the problem is partly seen as one of rapidly rising costs.

Orwig commented that there were a varie;y of factors contributing to the
rising cost per student (26:2). These included rising faculty salaries,
need of capital expansion, expansion of more expensive graduate education
and a general inflationary trend. All of these problems, and others, hav
caused a number of colleges to actually close. These included Monticello
in Illinois, Cascade in Oregon, Hiran Scott and John J. ?ershing in
Nebraska, MidQestern University in Iowa, Silvewmmine in Connecticut, St.

Joseph's in Maryland, the Mills College of Education in New York, Cardina

Cushing in Boston, and a number of others. Eurich and Tickton pointed ou

that:

In December 1970, the Carncgie Comaission veported that
two-thirds of the private colleges and universities in the country
were financially troubled or heading for trouble, And the Anerican
Association of Colleges reported that half of the private colleges
in the U.S. already had or were expecting deficits (13:5).

While the authors have bastened to point out that there is serious
disagrecment in the field regarding the actual financial condition of

private colleges, there is no reasonsble doubt that, as a group, private

colleges ave in trouble (inancially.

13

c

1

t



14

Need for Addition&l Constyruction

The actual need for additional construction is difficult to deter-
mine since the decision to build can be put off from one year to the next,
almost indefinitely, in many cases. Need can be detennined by a variety
.of methods including determining the current size of the market and nﬁmber
of loans outstanding. Another way to determine neced is to estimate the
useful 1life of existing buildinés ;nd plan for their replacement at
current market costs, showing whatever adjustments should be allowed for
changes in population, trends in enrollment and more or less efficient
use of available buildings. While the author was unable to define the
need in specific tems through this literature search, the following
items strongly suggest that the need for additional construction on
private college campuses is real.

Harris estimated that needs for construction for higher education
facilities (private and public) for the 1960's was between $12,000,000,000
and $33,000,000,000 (18:322). 1In the period from 1955 to 1966, it has
been stated that the capital outlay for construction by public school
systems increased almost twice as rapidly as the composite construction
.cost index, thercfore indicating the existence, during that period of
time at least, of a significant need (80). Calkins has pointed out that
the government made loans for construction to over 500 colleges during
this perfod 1951 to 1957 and expenditures for plant and equipmnent in all
institutions of higher learning during the school year 1955-56 were over
$800,000,000 (5:191)., Castetter rcported that between 1958 and 'the
end of 1965, not less than 950,000 new (classrooms) would be nccded to
house Anerican schiool children' (6:3). Heeton stated that between the
beginning of 1955 aad the end of 1956, 243 additional private colleges

had been established in fwerica and that in 1966, sixty-four per cent of

174
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our institutions of higher learning were private (21:55).

In 1966, Patterson and Longsworth reported that the new Hampshire
College in Amherst-lladley, Massachusetts, would "need‘funds on the order
of $29,000,000 to plan and build a campus for 1440 st;dents" (23:242),
Plans might require up to one-half of the cost be.borroweg incurring an
annual debt service per student of approximately $1,0Q0. Burke and Weld

found that the long-term debt for higher education nationwide averaged

thirty-two dollars per capita (4:19). That figure;may refer only to

“annual debt service, ;

Crossland has reminded us that America's higher education enter-
prise is larger than ever before and is still growing. MNe stated that:

During the twentieth century, enrollment, staffing, and physical

plants have doubled every twelve to fourteen years., Today, this
higher education industry requires the services of perhaps a million
people who are trustees, administrators, teachers, and custodial
personnel, They are at some 2,600 institutions enrolling more than
eight million students and annually spending billions of dollars.
The sheer size of this enterprise makes it a challenge for all of

us responsible for its continuing development (60:1).

The normal replacement and renovation of the facilities referred
to by the figures cited in the above paragraphs, may by themselves
suggest a significant current need., This does not take into account
that portion of the carlier neced that for some reason or other still
remains to be satisfied in the future. If only a modest amount of this
need is provided for through borrowing, the total amount of debt outstand-

ing will increcase substantially, as well as the requirement for funds to

borrow,

Attitudes ‘oward Borvowing
When one coasiders that this country's eatire cconony is based
on the wise use of credit, it may be hard to believe that private colleges

as a group have not always been agreeable to borrowing, no matter how



acute the‘nced, or worthwhile *%e end result (80). Many private colleges
still share this attitude, but more and more are coming to view borrowing
as just another acceptable method of financing availabie to them under
certain circumstances (79),

However, fir;t some of the reasoning for considering borrowiné

to be unaéceptablc under all circunstances are presented. In 1934,

”
Russell stated that about half of the fndebtedness carried by American
colleges was for construction of new buildings (33:342). He warned that
a debt of that sort was such a menace to the future stability of the
institution that every effort should be made to avoid it, Particularly
in the case of academic buildings, which had = oyovision for an income
that might be used to carry the interest .dness, it was
necessary to avoid Einﬁncing by means of borrowed funds., 1In this
example, Russell chose not to explore the question to arrive at sol-
utions, nor even to specifically define why debt was bad. He simply
stated the bias of the times.

Castetter has pointed out that, "The cumulative efforts of indebt-
P

edness for public education are not always favorable, despite educational

. improvements made possible by its use'" (6:3). Morcover, he stated that

payment of matuvring bonds and interest has necessitated, in some
instances, drastic cuts in school current budgets, resulting in curtailed
cducational prograns, salary reductions, heabier teaching loads, and
demands for general retrenchment, Unsound debt administration creates
conditions conducive to waste and misuse of public funds, reduced credit
standings, fewer educational opportunitics, denands for retrenchaent,
financial losscs to investors and boud brokers, and a host of other

factors which ultinately affect the welfare of the school child and

16
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defeat the purposes for which the school exists. However, he makes {t
clear that he is not against all debt,‘only that which 1is unsoundly
administered,
Reasons for schools not borrowing have been listed by Chambers
(8:32). They included the fact that rapid technological advances tend to
make buildings obsolete long before the debt is retirLd, and neceds for
facilities to ﬁouse new academic programs are generally undefined because
of the rapid change in the knowledge available anq reqﬁired. The simple
fact that, even at low interest rates, the interest paid‘over a number of
years equals or exceeds the amount of the construction, has deterred
many schools.
Essex has pointed out the possibility that borrowing may tend to
encourage extravagance (11:32). Since the amount that can be borrowed
to be repaid over a number of years is generally substantially more than
could be obtained on a cash or "pay-as-you-go" basis, borrowers are
encouraged to give less consideration to the total project cost.
Jenny and Wynn, in their study of forty-eight private colleges,
beliecved théy detected:
«v..evidence of increasing difffculties and future financial pres-
sures which are of a more serious nature. In particular we are con-
cerned about the built-in fixed costs brought about by debt service
and plant construction (19:5).
In other instances the repayment of debt adds nnotﬁer [ixed cost there-
fore limiting the ability of the college to change.
In the assumptions prescented in the first chapter, it was recog-
nized that a college generally should not go into any more debt than iz
necessary, llowever, it is also assumed that borrowing is not neccssarily

undesivable under all civeunstances, In fact, under certain circumstances,

it ay be highly desirable, for sone or all of the reasons revicwed below,
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Castetter stated that: ‘
Despite attendant difficulties; the practice of borrowing money
for educational purposes has become so thoroughly established that
it appears to be a normal function of school boards, particularly
in financing capital improvement programs (6:2).
He has further stated that before any form of debt is created, a clearcut
case of need should be established. After the need i% established, it is
his opinion that, "In some circles the notion exists that a1l cap;fal
imérovements should be financed by long-term borrowing' (6:6). Céstettér
and Ovsiew also have reported this as a "notion.“: They have stated that,
"For a comnunity to use its credit wisely is not an economic crime'
(7:174). These gencralizations, favorable to borrowing, should serve to
point oué that there is a wide diffecrence of opin?ons on this question,

A reason for debt as pointed out by Chambers is that by financing
academic buildings by pledging future student fees to retire the indebt-
edness, the result is to shift the cost of the academic plant from
someone else to the students, on the seemingly plausible theory that the
buildings should be paid for by those who use them (8:2§). (This point,
like so many others made in this section on attitudes toward borrowing,
could be used to support the opposite contention by simply changing the
emphasis),

Certainly, the total annual expenditure will be held down by the
use of limited long-term debt as Handlexr has pointéd out (16:72). Even
though the interest may double the total cost of a project over its
forty-year repayment life, the amount budgeted each year nced only be
one-twentieth of the capital cost of the building, therefore reducing the
drain on the current available. cash,

Another reason, or justification, for borrowing, is set forth by

Longsworth and Patterson, as they prescented the coaclusion that the

18



average cndowment income for all private colleges was about $150 per
student per annum (23:236), Distribution is heayily in favor of a few
inst{tutions. 1In other words, the average private college does not have
enough income from endowments to finance construction without additionél
sources of capital. These add{tional sources of capital may well be
borrowed funds, )

Inflétion was an item discussed by Jones. He felt that with
building'cos£s growing so rapidly, colleges would be well advised to
borrow money today and trade the interest costs for the increased con-
struction costs, "If you are going to build," he said, '"now is the time"
(41:52)., Security cconomist Kaufman also commented that:

The fears that government will not quell the high rate of
inflation have, among other things, contributed to the binge in
consumer spending and the increasing willingness to incur debt
at a record-breaking pace (75:1).

So long as inflation continues at a high rate, colleges will be paying
back debt with less valuable dollars.,

To sum up, Essex has pointed out that school building should be

financed on a basis that is fair and just to all) concerned (11:33).

Borrowing is fair and just under some certain conditions and unfair and

unjust under many others. The field must strive teo develop financing

methods and philosophies that are fair and just to all,

Comparing Revenue and Nonrcvenue
Yielding Buildings

Chambers has explained that:

“ Buildings for cducational purposes are of two distinct classes
from the vicupoint of their financing and uses: 1) acadenic or
nonresidential buildings (which do not produce any regular income
from rental) and 2) nonacademic buildings in which a large part
of the space is repularly leased to rent-paying tenants, lodgers,
or other uscrs (§:25).

Revenue producing units included donmnitories or residence halls,

19
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athletic pinnts, student unions and a whole range of student-service
buildings, Since these generate income they may be facilities that can
become self-financing. The Federal College Housing Program, for example,
is limited to self-financing structures, Many revenue producing facili-‘:
ties are financed by loans to be repaid from reveaues earned, on a "self-
liquidating" basis in the sense that they will eventually 'pay for
themselves,"

While the financing of revenue producing projects may be somewhat
different than financing academic buildings, there is no assurance that
problems will not arise. Russell pointed out that, "The first caution to
be observed in undertaking a building p}oject on this basis is to make
sure that the enterprise is really self-financing' (33:346). He pointed
out that the me:c . cual wome income will be received if ;he plant
facilities are provided is not necessarily an indication that the building
will pay the full cost of its operation and leave a surplus which can be
used to repay the original cost. Careful consideration is thercfore
needed before.nn institution rushes into a construction project on the
presumption that it will be self-financing (33:346).

Problems that have arisen to hinder repayment from revenue produc-
ing units include the loss of revenue from attendance at athletic events
vhen the team has a bad year, a change of student attitudes that might
leave a dormitory far from full, or a decline in enrollments that would

cause a decrease in revenue derived from services to students. If revenue

.decrecases below the level necessary to operate the facility and pay debt

service, the college nmust obtain funds elsewhere to keep the mortgage on
the building from being foreclosed,

There is, however, far from a unanimous aprccment on how revenue
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produciné uaits should be financed, While on the surface it may seem that
the best answer is to have them sct up on a sclf-financing basis,
questions do arise. In the early 1960's there was a great deal of con-
struction of student residences and student service facilities in Canada,
largely financed by loans, Bladen stated that many were concerned that
self-financing would put room and board charges beyond the reach of a
large number of students. MNe indicated that:

In practice, most universities in’icated their intention to
keep their residence charges as low as possible. They would like
to service the loans in whole or in part from general university
funds (35:46). . '
To plan to repay the debt in part from general university funds would
seem to be a more flexible method than requiring that the project must be

entirely self-financing. Again, it is evident that each project must be

evaluated individually, as few projects meet all the requirements necessary

to accept any financing method as a generalization without careful study

and necessary modification.

The other class of buildings on campus is the academic or non-
residential building. Harris said that, "Perhaps the toughest problem
{s the financing of nonrevenue yiclding buildings' (17:66),

Chambers has tended to support this by stating that:
«...Structures to house classes, seminérs, laboratories, libraries,
lecture halls and faculty or administrative offices carry with them
no cxpectation of income from their operation and therefore can not
be self-liquidating (8:27).

Financing the costs of nonrevenue yiclding buildings is therefore a one-
way opecration from which the institution expects no return, Tt st
obtain the nccessary funds from such sources as gifts, lepislative appro-
priations, studeat feces, or some form of borrowing. 1f "some form of
borrowing" is used, the problem remaining is still one of repayument, but

the college has one less option--the project may not be self-liquidating.
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Therefore, other sources for repayment must be developed, but these will

not be explored here,

Sources and Mcthods of Financing

Sources and mecthods of financing are considered descriptive in
nature in this scction and are used interchangeably. | )

There are many sources that a college should explore iﬁ its ;carch
for long-term loan funds. They include local banks, pension trusts and
insurance companies, bond underwriters for taxable bonds and tax-excmpt
bonds under revenue ruling number 63-20, state higher cducation building ~
authorities and federal government loan programs.

Castetter and Ovsiew stated that, 'The notion is widespread that
all capital improvements should be financed by long-term borrowing" (7:171).
While it is true that many capital outlays are financed by long-term loan;,
the capital nced contains no intrinsic factor which dictates the method by
which it is to be financed. They indicated that it was quite conceivable
that any one or any combination of methods might be employed in financing
capital neceds.

Corbally stated that, 'This discussion should also make it clear
that the mechanics of borrowing money for school capital outlay purposes
are quite inQolved and technical" (9:228). This will probably become
increasingly evident as other phases of the borrowing process are des-
cribed. He strongly vecommended the use of a bond attorney or other
financial consultant, and coumented op the strange but true occurrence
that experienced adiinistrators almost always scek assistance while the
novice is likely to overlook this sort of aid., Barvon also indicated the

need to obtain help in the fowm of an agent, who will act as a "finder"

: and negotiator, in sccuring finahcing (56:65).
ERIC ’ _
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Killenberg said, "Of the sources available for borrowing, the
local banks are the first group to be considered" (67:56). The biggest
advantage to financing locally may well be that the school is dealing with
somcone who is familiar with them, and the local banking community can
be assumed to have a strong interest in local communiéy institutions,
Other advant;gcs are that there are generally no special fees involved,
there is considerably less red tape, and the fundstuéually are more
rapidly available than from any other source. Offsetting these advantages
may be a higher interest rate, and the fact that the total funds available
may be somewhat limited,

It was stated by Barron that in some instdnces banks do have egcess
funds and might make term loans for as long as ten years (56:80). While
these might not be generally available, banks will sometimes be willing
to carry the first seven years of the financing, and arrange with an
insurance company to carry the loan” from the seventh to the twentieth
year, He commented that:

e

Banks are usually flexible with respect to principal payments
prior to maturity and generally are willing to permit prepayment
without any call penalty as long as the proceeds for such purposes
are not obtained from a loan from another bank. An added cost of
such loans, as coapared with olher types of loans from nonbank

lenders, is the cost to carry a deposit account as a compensating
balance (56:81).

It appears that in the opinion of Barron, the local banker should
be the school's first contact. That contact may well become the actual

source, or lead to one of the sources of funds, o

Pension trusts and fnsuvance companies
Pension trusts and insurance companies have been a major source

of building financing for ycars, Both have lavge suns of money which murt
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be invested, Some will purchase bonds issued by the school, and others
will make mortgage loans directly to colleges. MNowever, becausc this is
such a large, well known ficld, further specific reference will not be
made about it, except to recognize that the college's insurance company

should be contacted carly, as well as its local banker.

Bonds

Long-term instruments of fndebtedness are known as bonds. As
Corbally has explained:

Esscentially, a bond is an instrument of indebtedness with a

specified face value and contains the promise of the school to

repay the face value of the bond (the principal) plus an agreed-

upon interest within a specified period of time (the temm of the

bond) (9:228).
Bonds are called serial bonds or term bonds depending on whether both
interest and principal are paid throughout the term of the loan, or only
interest, with the entire principal being due at the end of the term.
Bonds are also classified as secured (mortgage bonds) or nonsecured
(debenture bonds). A private college will generally attempt to issue
revenue bonds sccured by the new building (80).

Much financing by private colleges will be by the sale of taxable
revenue bonds. These instruments are becoming more popular as a means of
sccuring funds, Killenberg has explained, "Revenue bonds quite frequently
can be issued for a lower interest rate and for a longer period than funds
obtained through the local bank'" (67:56). They often can provide a
larger total loan than that obtained through local banks,

Tax-cxcwpt boads wmay Ue issued by a not-for-profit corporation that
meets {ive requireoents set forth by Revenue Ruling Nunrber 63-20 issued

by the Ianternal Revenue Scrvice on January 1, 1963, The ruling requived

that 1) the corporation’s activities must be cssentially public in
i yi
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nature, ?2) it must be nonprofit, 3) its income must not {nure to any
N

private person, 4) a state or political subdivision theyeof must obtain
title when the debt is paid, and 5) the issue must be-approved by that
political body. Secars pointed out that the bonds do Aot have the full
|
faith, credit and taxing power of any political subdivision so the revenue
generating ability of the college must be strong (72:{293. Since the
interest income is exempt from all federal income taxation to the inves- "
tor who receives it, ghe college can place it at a lower effective
interest rate cost. Also, such bonds may have a life of up to forty
years. When the institution is debt "free and clear" it must be trans-
ferred to the political body. However, as Van Meter indicated, the
municipal entity may own and operate the institution, it may transfer if
to somecone else to operate, or it may simply return the institution to the
opirating corporation (local law allowing) (70:8). Also, since it will be
thirty to forty years before the government takes title, this delay may
make any practical objections almost mecaningless. To date, this method
has been used very little, if at all, in the field of private higher
education,
Tax-exempt revenue bonds issued by an educational authority are

gaining some publicity in educational and financial circles, Becker
has described cducational authorities as state or 19ca1 agencies:

«veeeapowered to raise funds through the sale of tax-exempt revenue

bonds to finance capital improvements at private, nonprofit institu-

tions providing a program of ecducation beyond the high school

level (73:1).
le further stated that bodds issued by the Authority arc not obligntions»
of thp State or the Authority, but are secured by and payable solely from

rcvenues pledized for paynent in accord with a Bond Resolution and Trust

Tndenture, It was felt €inancing capital joproveaents through such
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an Authority could result in a savings in interest costs of as much ag
tyo.per cent.\ Creation of an Authority makes another type of financing
available to college§. Most authorities include the ability to finance
both educational facilities and health facilities (hospitals), but most
authorities appear to be used almost exclusively for one type of facil-
1ties or the other probably due to the political situation (76).

In 1973 Kavanagh, a leader in the field of educational authorities,
identified fifteen states that had adopted legislation creating state
health and/or educational authorities, designed ;o aid private nonprofit
educational institutions in raising funds for construction or improvement ’
of facilities or for refinancing outstanding debts (76:1-2). le felt the
advantages included lower interest costs, financing over longer terms,
reliative ease in raising money, lower ''up-front' expenses as compared to
other types of loans, énd the availability of funds pri:zr to start of
construction. This elininates the usual costs of independently financing
the project ﬁuriag the construction period. Another significant advantage
is that the property is m?rtgaged or, if conveyed to the Authority,
reverts to the institution when the loan is paid. Note that this is
different in this respect from the 63-20 method described carlier.

Refer to Exhibit I that outlines sample provisicns of a State Educational
Facilities Authority Act,

The major objection to Authoritics as scen by some investors has
been that the bonds are not backed by the '"full faith and credit" of a
government subdivision, 1In New York, one of the states that currently
has a bonding autliovity, soae of the Asscublyren have been advocating
bouding with a state guarantee of the debt (12:73).  This action would tend

to lower interest rates because it would decrease the investors' risk.,
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However, passage of such legislation is not currently considered very
likely because of the possibility of a state having to purchase some
defaulted bonds. Mudson, in his study of the Indiana school finance
picture, found that there were no state guarantees against possible
default of school bond obligations, and recommended that a stucy be made
of the feasibility of state guaranteces of local bonds‘(40:214).
Lease-rental obligations and supplementing local bond issues with issues

of an cuthority, comnission, or agency of the state were also to be

studied,

Federal loan programs - general

There are only two basic Federal governmental loan programs,
which have as their purpose, the construction of buildings én college
campuses, They are the Department of ﬂousing and Urban Development (FHA);
College Housing Program, and the Department of Health, Education, and
Welfare, Office of Education, lligher Education Academic Facilities
Construction Program, These will be called the housing program and the
academic buildings program. Referring to an earlier section of this
chapter, the housing program is for revenue-producing buildings, while

the academic buildings program is for nonrevenue yielding buildings.

Gollege housing
There are direct three per cent interest goverament loans made
to public and private nonprofit colleges, and there are grants to reduce
private loans to an cffcctive three per cent intervest rate, Rivlin
described the Housing Act of 1950 as authorizing:
«aoathe federal goveroment to wake long-teuin loans to celleges and
universities for the construction of {aculty and student housing,

including dovnitories, apartoents, single-family uaits, and improve-
ments to existing residential buildings (32:101).
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All q?nprofit institutions of higher education, bothlprivate
and public, were declared eligible to apply for the loans. ?he program
got off to a slow start since, éue possibly to the influencelof the
Korean War, it was required that all loans be defense-related; all had to

A}

80 to colleges expanding their ROIC units, working on defense contracts,
and the like. After the close, of hostilities, most of these re;trictions
we;e removed in August 1953. The amendments of 1955 expanded the eligible
projects to include cafeterias, dining halls, student unions, infirmaries,
and other service facilities, as well as actual housing. By June 30, 1959,
fifty-four per cent of the eligible private nonprofit four-year institu-
tions had applied for college housing loans. Of the 1,089 pri;ate
institutions who applied by June 30, 1959, it appears from Rivlin's
figures that 685, or slightly over sixty per cent had been approved
(32:103). Calkins agreed with these figures stating that, "From its
inception in 1951, to 1957, loans of $583,000,000 to over 500 (private)
colieges and universities have been approved” (5:191). The Housing and
Urban Development Act of 1965 continued the college housing loan program
with no basic changes,

The Educational Facilities Laboratorices staff comment that,
"The College lHousing Branch of the U.S. Departwment of Housing and Urban
Development (HUD) sees remodeling of existing dommitories as the big
challenge for the next decade" (39:21). Because there has been a great
deal of talk about renovatien but very little action, the department
suggested colleges should make renovations extensive enough to create a
significant change in living pattcrns. llowever, it also sugyested that
this'change not be so extensive that the boaded indebtedness becane
uwawileldy,  They corowented that nost «:1011:1i.t,m‘ics carry an cxisting debt

Q of $2,000 to $5,000 per student, According to HUD, it is cconomically
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safe for a university to increase this indebtedness to between $7,000
LY

and $8,000 to finance renovations if necessary. It was not ment ioned
+

. !
how many of these dormmitories currently had a HUD loan on them that were

in danger of default {f they were not renovated so that the students
would move back into them. Refer to Exhibit II which outlines sample
provisions of a prograﬁ to insure private loans made to eligible colleges.

. +
|

A
Acadenmic facilities loans

The other major federal government 1oqn program for colleges is
the Loans for Construction of Academic Facilities, administered by the
Department of Health, Education, and Welfare (HEW), Office of Education,

In 1958 Harris contended that tﬁe federal housing program provided
loans for dormitories, but a new»federal program to provide grant-in-aid
support for academic building was sorely nceded (17:66).

More than two years after the enactment of the college housing
program, the Higher Education Facilitics Act of 1963 (Public Law 88-204)
was passed on December 16, 1963. It is to provide grants to ;educe the
cost of borrowing from private sources for construction, rehabilitation,

and improvement of academic facilities, Public Law 88~204 required the

“applicant to finance at least one-fourth of the development costs from

nonfederal sources (44:9), the 1966 amendments in Public Law 89-752
siviply extended the original law by three years (45:3), and Public law
52-318 passed in 1972 further amended PL 88-204 by extending it to June
30, 1975, and adding mortgage insurance for private loans made to non-
profit institutioans of hizher lecavning (A06:61-63),

Table 1 fudicates approxinately $400,000,000 in loans. If the
need is well over $12,000,000,000 as pointed out carvlier, this program

or one sianilar may need to be studied for possible expansion.
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TABLE 1

LOANS FOR CONSTRUCTION OF ACADEMIC FACILITIES UNDER TITLE III
OF THE HIGHER EDUCATION FACILITIES ACT OF 1963

\
(Public Law 88-204, as amended)

' Number of ‘ Amount of

! Number of loans made to Amount of loans made to
loans made schools in loans made schools in

Year ending throughout  Colo., Kans., throughout Colo., Kans.,
June 30% the nation Mo., & Nebr. the nation Mo., & Nebr.
1965 132 5 $107,706,000  $2,503,000
1966 . 143 8 99,789,000 4,837,000
1968 240 8 150,000,000 4,295,000
1969 39 2 7,799,000 206,000
1970 10 none 4,773,000 " none
1971 21 2 13,728,000 839,000
1972 19 2 11,074,000 1,230,000
Totals 604 27%% $394,869,000 $13,910,000

* Information for 1967 is not available

*%¥ 1 Colorado, 7 Kansas, 13 Missouri and 6 Nebraska. All but one of
these colleges were private nonprofit.

Source: U.S. Department of llealth, Education and Welfare, Office of
Education, unpublished annual internal management reports
obtained by U.S. Congrcssman, Donald G. Brotzman (R-Colo),
October, 1973.

! .
Chambers comnented that in recent years bLoth private and public
colleges and universities have had accessible to then under appropriate

circumstances both outright grants and low i+ om ageacies

of the federal govermaent (8:33), These loans  ovoored at least part of
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the cost of specific types of academic facilities,

Not only are these provided for under the Higher Education
!

Facilities Act of 1963 and in its extension in the Higher Education Act
of 1965 (and 1972); they are also found in contemporancous acts relating
especially to facilities for cducation in the medical and paramedical
professions. And in the several other acts of recent ycars authorizing
and‘funding programs of contracts and grants for university and college
research projects and related enterprises, available from more than half
a dozen major federal agencies, a substantial but apparently not
precisely ascertainable fraction of the total of federal funds is lawfully
used for necessary new physical facilities.

It appears that in the near future many, if noﬁ most, of the
above-mentioned federal aid programs may be consolidated under one
federal legislative autherity giving much greater responsibility to the

state and local governments for administration of the program.

Summary of sources and methods of financing

While the possible sources and methods of financing are limited
only by the individual school's imagination, some generalizations are in
order. It appears best to approach the local banker and others whom the
school has done business with, first, carly in the planning phase. The
bank loan, if it can be obtained, wmay be the casiest and least expensive
method.,  Taxable revenue bonds appear to be the most popular method in the
past, but new tax-cxempt schemes, while not heavily used to date, offer
the promise of auaerous benefits as the ficld becomes more Tamiliar with
their use. Fedeval goverumnent programs have been well received in the
past, but may have fallen short of meeting the need, There is great

current interest in goverracat loan prograns, so new lean programs will
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quite possibly be developed in the future.

Length of Loan

Castetter and Ovsiew have sald that there is no precise index for
measuring the term for which indebtedness should be contracted (7:175).

|

The following opinions, however, are common: i -

1. Twenty-five per cent of the debt should be retired within
a five-year period. This is tantamount to the provision
which holds that school indebtedness should be liquidated
within a period of twenty years; ‘

|

2. The life of the debt should not exceed the life of the

improvement,

These are

’rules of thumb and may be appropriate in many instances.
»

However, it is quite apparent that they cannot be followed blindly. For
example, if the estimated useful life of a school.building is fifty
years, following the latter index to the allowable extreme, would keep
many school districts in perpetual debt,

In some cases, the practice which is followed i; that of taking
advantage of the maximum term of indebtedness permitted by law, Because
many statutes permit bond issues to ruﬁ for thirty years, this maximun
term is often adopted by school districts.

A more realistic index than the foregoing wmay be district financial
ability, 1If indecbtedness can be retired within a ten-year period without
affecting unduly the educational program or the debt margin, a longer
term should not be necessary.

Calkins reported that in 1959 the college housing loan program
authorized fifty-year loans (5:191).% The maxinum practical limit in 1972
appcaved to be forty ycars. Public Law 88-204, as amcended, also sets
forth fifty years as the maxinun loan repayment period under the Academic

Facilities Program (44:9). Navanagh poianted out that the maximun Lerm
5 shp
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under most st?te educational authorities is forty yecars (76:4). Kenny
said that in the hospital financing fileld, which'has much in;common with
the educational facili:ies finaécing field, the maximum term;is fifteen
to twenty years (77:8). The FHA Insured Loans for Hospitals Program is
twenty-five years as a maximum mortgage life.

It s, therefore, difficult to deéérmine what the length of a
college's indebtedness éhoﬁld be since so many factors are involved,

Hudson however, recommended simply, "The length of the term of a bond

issue should be as short as practical (40:214),

Equity Required

It is always difficult to deterﬁine what the maximum per cent of
the total project costs should be borrowed,

Kavanagh pointed ocut that under a state educational authority,
"equity requirements are low-~-it is conceivable to finance 100 per cent
of a project" (76:2). FHA type government insured mortgages gencrally
require ten per cent nonborrowed equity, while the Academic Facilities
Loan Program, Public lLaw 88-204, rcquires the applicant to finance at
least one-fourth from nonfederal sources (44:9).

The Carnegie Comaission in 1%/0 (36:72), and Fein and Weber in
1971 (14:203), agreed that medical colleges have a very difficult time
raising the fifty per cent cquity required by most gosernment-supported
nedical school financing programs, and recomnended that the equity require-
ment for iedical colleges be lowered to twenty-five per cent or less,

Most private leuders require tweaty-{ive to fifty per ceant non-
borrowed equity. While this umay be reasonable, it docs make it difficult
for the college to satis{y the requivenents {or receiving the loan., 1t
appears that the cmount of cquity required should be as high as possible

u



but not so high that the college cannot take advantage of the nceded

financing.

Treatment of Depreciation

Depreciation is a term used in accounting to show the expirat;oh
of a fixed assets fund of usefulness. As a building years out, the
accounting records show a dollar amount expiring eachtaccounting period
_(uéually a year), At the time a building is put into use its usefui
life must be predicted so that its depfeciation may be allocated to the
several periods in which it will be used.

Items that influence the wearing out of a building include not
only the.wcar and tcar and the action of the elements, but also the addi-
tional factors of inadequacy and obsolescence, Essex explained that
depreciation and obsvlescence operate in a similar.-manner (11:22). As
soun as a building 13 constructed it begins to wear out or depreciate.
Nothing is more certain or more regularly recurring. Obsolescence is not
s0 certain; it depends upon the rapidity of the change in educational
philosophy and procedure, HNevertheless, obsolescence, as well as

depreciation, must be considered iIn deterrining annual accrual cost.

While there are any number of ways to record depreciation, it is

satisfactory for purposes of this paper to simply explain the method which

divides the life of the asset by its replaccment cost and reocords that
fraction of the cost to a depreciation account cach year. This has been
done in industry for years. More recently, the hospital (ield has
charged depreciation to Increasc their charges to paticnts, which
increasced their incoae and thercby was used as n source of ~dditional
funds to be used to rcpay principal debt (76).

To inake a vorkable estinate of the useful life of a building for
(&)
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depreciation purposes, {t is necessary to know how long the building can
reasonably be in use. Harris said'thaﬁ, "Enterprise writes off its plant
in ten ycars where institutions of higher learning take fifty years"
(18:322). Linn, in 1934, stated that the useful life of fireproof, modern
school buildings was eighty to 100 yecars. Many educators today, if asked
to speculate on the useful life of a wcll-constructcdfand maintained school
building, might well guess forty to fifty years. Whaﬁ this estimate fails
to take into account is the shorter life of such things as air-conditioning
systems, heating plants and plumbing systems. Th; American lospital
Association figured these items of fixed equipment wear out in twenty to
twenty~five years, where the concrete building will depreciate over forty
years (1:162). Therefore, given tﬁe high pcrccntagevof ma jor fixed-cqﬁip-
ment cost in any modern school building, it would be fair to estimate that
the combined depreciation charge would be four per cent per year or the
writing off of one twenty-fifth of the total project cost cach year.

Morris said that, "As most colleges now kecep accounts, the annual
operating costs do not include capital outlays for buildings' (21:58).
Jenny and Wynn pointed out that in a study of sixty private four-year
liberal arts colleges, "Accounting practices differ markedly among the
institutions in the sample” (19:vii), Waines stated that, "Soue universi-
ties charge expenditures on renovations to cnpitnl‘nccount; some charge
them to operating account' (34:37). This points out that there is little
agreement in the accounting practices in institutions of higher learning
today.

This nakes it diffienlt to deternine actual costs. As Price
pointed out, it wmakes it fupossible to set student fees on anything
resembling a cost bLasis so long as costs are not koown (23:196). Jeuny

explained that because of inadequate accounting in higher cducation fov
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the capital cost compéncnt, current statistics on education costs exclude
the bulk of capital costs in colleges (65:49). The Association of
Universities and Colleges of Canada reported that:

In accordance with any general practice of university accounting

it does not include any charges for depreciation, for extraordinary
repair or renovation expenses, or for capital improvements (2:18).

That omission of any énpital element from the plant maintenance costsﬂ
obviously resulted in a serious understatement of the total cost of univer-
sity operation which must be kept in mind whenever the figures are being
reviewed or compared.

What 1is presented for consideration is the idea that in order for
the school to obtain funds to vepay debt, students should be charged an
amount equal to the amount depreciated that year. This amount of money
would be placed into a fund from which a major portion of the debt repay-
ment and building renovation would be paid. There is a good chance that
additional amounts would have to be placed into the fund from other
sources, but this depends on many individual factors incl@ding amount of
debt compared to the amount of facilities that are being depreciated, and
SO on.

As Russell pointed out in 1944, charging and funding depreciation
"is not at all coumon in cducational institutions' (33:344). But if the
practice of charging depreciation is established, the National Committee
on Standard Reports for Institutions of Higher Education recomnended in
1931 that, 'Depreciation funds should be represented by cash assets"
(43:16). Such depreciation funds would presumably be created by transfers

of cash {rom current fund accounts,

Deterndning Financial Feasibility

1t appears obvious that no lender will wake a loan Lo any cotllege



without first determining how much of a risk there is that the loan will
not be repaid. Every lending fivm has a person, or group, who review the
requests for loans using their own criterfa. If the request meets its
criteria the loan is judged to be feasible. If it fails to meet those
criteria it is rejected.

One reason for lack of attention to the prfvate nonprofit college
field may be due at least partially to relative size. Public schools
borrow so much money that the term "school debt'' may automatically suggest
repaymeﬁt from general obligation tax funds. Individual school income
and management under such clircunstances take on much less importance
when the debt is sccured by tax revenue. Should this research have been
directed toward public school finance, the literature review may hnve.
been many volumes long on this subject alone,

The researcher studied the many books on school finance listed
in the bibliography unly to find, at best, one-sentence comments or
inconplete references to other information sources, pertaining to deter-
mining the ability of a nongovernnental college to repay long-tcrm loans.
This does not infer that such information is not available, It sinply
_points out that such information has not been published. Information is
available in great detail from many confidential sources that have had
much expericnce with the subject including lenders, consultants and some

individual colleges (sce also Appendix D).

Sumnary of Literature Review
This survey of related literature has presented the current think-
ing in the field about the problam of fiunancing college facilities with
long=-term debt, It has becone apparent that there is little agrecument

on a nuaber of lmaportant items,
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The literature revealed far less information than had been anti-
cipated.' However, many sources were found to contain small items of
information relevant to the subject unler consideration. When added to-
gether the value of the composite far exceeded the worth of the sum of
the individual {tems.

What is the actual need for new construction? What do the lenders-
and colleges themselves think about long-term loans to private nonprofit
colleges? Are there adequate sources of funds to meet the needs, and
have safisfactory methods been developed to make those funds available?

1t was indicated, for example, that substantiai amounts of money
will be needed to meet the capital needs of colleges. Attitudes toward
borrowing to meet those needs, however, were quite diverse. One author
stated that some college administrators believed all capital improvements
should be financed by long-term borrowing. Others, however, pointed out
that many private colleges share the attitude that borrowing was not
acceptable under any circumstance.

Much discussion has been presented on each question but few
absolutes have been developed. 1Tt is, therefore, necessary to 1nok at

_¢ach proposed'project és an individual, unique situation before coming

to any conclusion pertaining to it,




CHAPTER IIX
DATA GATHERING AND ANALYSIS

Procedure and Questionnaire Development

After developing the hypothesis and subhypotheses, two question-
naires were used to test them (refer to Appendix A).

One questionnaire was for the colleges and the other for the .
lenders.- To test some of the individual hypotheses, it was necessary to
have input from both colleges and lenders. Other hypotheses required
input from only one of the two sources.

Neither of the questionnaires was over ecleven questions in length.
They were short questicnnaires which included basic "Yes-No' type
questions., However, in addition to the 'Yes~No" questions, respondénts
were encouraged by narrative questions to discuss in depth the reasons
behind their answers. Therefore, cach hypothesis could be statistically
tested, and {infornation would be available for narrative prescntation of
supportive material.

In order to maximize the return, a cover letter was developed to
introduce the study. The iwmportance of the questionnaire and the reason
for the study was explained. Fach letter was curvently dated and individ-
ually signed. The recipients were assured that the questionnaires were
confidential,

The first mailing of the questioanaires was sent to ninety lenders

Ly colleges within a three-day period prior to Septeaber 24, 1973,

iod of three weeks following that date was allowed for the return of

O ‘ ' 39
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the questlonnaires. Thirty-three colleges and forty-four lenders returned
questionnaires from the first mailing.' Seven of the questionnaires from
lenders were not completed, so these were also included in the second
mailing. ‘

At the end of the initial three-week period, on October 12, 1973,
the second mailing was made to twenty-seven colleges %nd fifty-three
lenders. The second mailing included the original quéstionnaire and‘a
reminder letter requesting cooperation. By November 2, 1973, three weeks

|
later, an additional seventeen questionnaires had been received from
colleges and twelve from lenders. The total satisfactorily completed
questionnaires received at the end of the six week period was fifty (or
eighty-three per cent) for colleges and forty-nine (or fifty-four per
cent) for lenders.

Sone questionnaires were received after November 2, 1973. While
they were retained, no imnediate use was made of them in the statistical

analysis.

The Collegie Census

Because of the relatively small number of colleges in the four-
state area of Colorado, Kansas, Missouri and Nebraska, it was determined
that the total population would be more valuable than a sample.

A census is the universe or "pareat' population. 1In this instance
the finished return consisted of a sample made up of those in the universe
who chose to return the questionnaires.

The nanes for the college census were obtained by refevrving to the
listings in the National Center for Educational Statistics, Educational
Directory, Nigher Fducation, 1972-73 (47). All colleges indicating a

type of control other than federal, state, local and profit making, and
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indicating their highest academic offering to be at the “four or five year
baccalaureate" or higher, were included. There was a total of seventy-
nine colleges that met these critervia. ,z

The 1list was reviewed and it was determined that nineteen of the
seventy-nine colleges did not meet the definition of a "small, nonprofit,
traditional college,' and those were removed from the;list.

Thirteen of those removed from the list were removed because they
were schools of theology and offered no other course of study. Two were
removed because they were specialized institutes Jf music and art. The
other four were removed because of their size. Their enrollments were
11,221, 9,158, 9,119 and 4,172 students respectively, and therefore by
definition not considered to be small. .

The remaining sixty colleges on the list comprised the census or
total population as defined above. They had a total enrollment of 49,730
students in 1972. The colleges ranged in size from a low of eighty-nine
students to the high of 2,469 with the average (mean) size being 828.833
or 829 students. The median fell between the enrollment figures of 711

and 738, and the mode was 600 and 800, when the cnrollment figures were

rounded to the lower hundred for each college.

'The lLender Census

It was calculated that a statistically valid random sample of the
entire nation's lenders, given the available listings, which are found
mainly in the directories of professional organizations, would require a
sanple of cpproximately 285 {nstitutions. BReing a random sample it could
be assumed that a relative number of local lenders would be included.
Since one of the assunptions of the study was that the college would

usually approach a local lender for counsel and advice, if not actually
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a loan, before going to nonlocal sources, it was decided that a census

\
of the institutions in the three-state ‘area was acceptable for use as

the data base, |

The questionnaire was sent to a census of ninety lending insti-
[

tutions geographically located in the states of Colorado, Kansas and
]

|
Nebraska., Due to the fact that these three states furnished a large
{
enough number of lenders, there was no need to include the state of
Missouri as was done in the college census.

The sample was developed by contacting, by questionnaire, cvery

appropriate institution listed by the Roster of Members in the 1973

Directory of the Mortgage Bankers Association of America (24) for the
states of Colorado, Kansas and Nebraska, Of the ninety-five names
listed, five were deleted as not being true financial institutions, or as
being branch offices of parent institutions included elsewhere in the
census, The Mortgage Bankers Association of America, from whose member-
ship the lender census was drawn, is an association whose purpose
includes preserving and improving the mortgage banking correspondent
system and encouraging its use i1 the making and servicing of mortgage
loan investments, The membership is selected from business organizations
(i.e., banks, pension funds, insurance conpanies, etc.) whose major
activities include originating, financing, closing, selling and servicing
mortgage loans on real estate (26:329).

It was assumed that while wany lending institutions were not
members of this professional national association, the wajority of the
larger, more active firns were included, These were the firms that would
be most likely to involve themselves in financing the construction of
targe projects facluding educatieonal facilities.

] I » r .
While no attenpt was nade to generalize outside of the defined
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universe, it must be noted that because of competition {n the f}nancing
field, there i{s little difference between a lending institution in one
geographical part of the cbuntry and another. Also, since it is common
practice for a number of financial institutions to "participate' (i.e.,
cach firm or institution loans only a portion of the total amount of funds
required) in a loan, eépecially a large loan, local lenders often partici-
pate only in a small portion of the total loan amount. The other
participating lenders are often located in a wide range of geographical
locations. 1In other words, the size, type and specific geographical
location of the lending institution would appear to have little effect on
the validity of this study. h

It is recognized that this census or sample is composed of lending
institutions that generally make mortgage loans. This is to say that they
loan money which is primarily secured by a mortgage or first lien on the
property constructed. Bond or sccurity houses, on the other hand,
generally specialize in the issuing of bonds, backed primarily by the
pledge of revenues, which are sold to firms or individuals as long-ﬁerm
investments. It was assumed that this population was satisfactory for
the purposes of this study as the decision to use either bonds or mort-
gages is nomnally arrived at after the iteins considered by this paper
have been fully studied. Tt was also noted that many members of the lender
census have other departments, including those concerned entirely with
some facet of consulting about, underwriting or distributing institutional

bonds.

Explanation of Statistical Analysis
It is often desivreble to perforin statistical analysis on data that

is derived froa questionnaires, © This data is nonparametric in nature as
14
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it does nbt depend on particular population parameters such as mean and
variance., Questionnaire data often do not conform to a particular
probability distribution, "The Chi Square (Xz) test is sulitable for test-
ing hypotheses concerning frequencies, ratios or in comparing the
frequency of observed responses to the frequency of respounses expected
under a particular hypbthesis. )

The nﬁll (Ho) hypothesis under a X2 test is that there is no dif-~-
ference in the observed and expected data. The alternate (H,) hypothesis
is that the>dif£erence in observed and expected data is statistically

2 P

different. The calculated value of X° is detenained by the formula

k 0o -£)2

2 - (0, ) , , _
X“cALc © £ i i’ where k is the number of discrete data categories,
L=1 g1 '

. ) . th 2 .

0; is the obscrved frequency in the i~ category. The value of X%, is
compared with a table value for x2 with degreces of freedoum (df) equal to
k-1 for an appropriate % (alpha) level., Commonly accepted alpha levels

are % = 0.05 and x = 0.01. As a standard base of comparison, all statis-

tical tests conducted under this study will use % = 0,05.

Comacuts on the Statistical Analysis

The data gathered from those institutions respoading, represents
the results of the questionnaires that were sent to the entire census.

To make valid statistical inferences about populations by exanining
samples, three criteria must be satisfied. First, each elcment of the
population must be identified; secondly, a census or random sample must
be obtained; and Jastly, the size of the sample must be sufficicntly large
to warrant generalizing to the larger population, These criteria have
been met by this resceaveh study.

This study has wainly uscd reseavch hypotheses as its 'base,' as

Q opposed to statistical, null or alternative hypotheses. The study may
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therefore include an undetermined number of type I and type I1I errors,

A type I error is one in which the hypbthesis is true, but is rejected.

A type II error is one in which the hypothesis is false, but is accepted,
It should be observed that the larger the difference is between the
positive and negative answers on the "Yes or No" part of the question,

the less chancé of the appiication of the decision rule resulting in

|
|

these types of errors.

Each hypothesis will be tested by the method defined and explained
earlier in this chapter, and accepted or rejectedj Regardless of
acceptance, each hypothesis will be discussed using the narrative infor-

mation supplied on the questionnaire. The discussion of even a rejected

hypothesis should be of value.



" CHAPTER 1V

!
{
PRESENTATION OF FINDINGS AND DISCUSSION

Introduction \

As sunmarized on Tables 2 and 3, a numnber of responses were
reccived pertaining to caclhi question, Tébles 4 and 5 summarize the
results of the étatistical tests performed on the responses to the
sixteen questions examined in that manner,

The presentation of data section which follows explains in detail
the statistical tests and their results. The remaining portion of the
chapter is concerned with practical discussions of the responses to the

~~vrative sections of the questionnaires.

Presentation of Data

Basic llypothesis:

More than twenty-five per cent of the colleges in the geographical
area covered by this study will neced to borrow moncy to construct or
renovate buildings on their campuses in the future.

Question:
Do you expect to borrow money in the future to cover all or part
-
of the cost of that construction?

Yes 15 No 21 Undecided 10 Total 46
Discussion: ' o

It can be seen that over thirty-two per cent of total respondents
did anticipate borrowing funds for conslruction or renovation., Twenty
per cent were undecided while approximately forty-five per cent do not

Q 46
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ant{cipate future borrowing. .

The basic hypothesis is therefore accepted for df = } and
&£ = 0,05, It can be concluded that more than twenty-five écr cent
of those colleges in the geographical areca studied would necd to borrow
money to construct or renovate buildings on their campuses in the

future.

Over seventy-five per cent of the colleges have received loans
for construction in the past,
Question:

Have you borrowed money for conétfuction in the past?

Yes 47 No _3 Undccided _0 Total 50
Piscussion:

This subhypothesis is accepted. Comparison of the observed
"Yes-No'" responses received to the expected responses under the hypotliesis
would be forty-scven obscrved for "yes" and thirty-seven and onec-half
expected, and three observed for "no' and twelve and one-half expected,
for a total in each instance of fifty responses,

It may therefore be concluded that the difference between the
ot.served and expected values for the "Yes-No'" responses is significant,
Based on the analyses conducted using the Chi Square test, it can be
concluded that over seventy-five per cent of the colleges have received

Yoans for construction in the past,

Subhypothesis Nnsber 1b:
Over fifty per cent of the colleges plan to undertake additional
coastruction projects to neet necds, in the future.

Question:

51
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Will ft be necessary for your “college to undertake aéditional
construction in the future? |

Yes 29 No 13 Uadecided _8 Total 50 {

Discussion;:

To analyze subhypothesis 1lb, it can be seen that twenty-nine out
of fifty responses, or fifty-cight per cent, indicated that additional
construction in the future will be necessary. Thirteen respondents
(twenty-six per cent) indicated that future construction was not antici-
pated, while eight respondents (sixteen per cent) were undecided. In
that those rcspondents who were undecided cannot be considered in either
the "Yes' or '"No" category for this hypothesis, the hypothesis was again
tested using a Chi Square test employing only those responses that indi-
cate a firm comnitwment one way or another. Fifty per cent of the colleges
indicate that they plan to undertake additional construction projects to

meet future neceds, Subhypothesis number 1b is accepted,

Subhypothesis Number lc:

Less than fifty per cent of those intending to borrow woney to
firance future projects (refer to the basic rescarch hypothesis) expect
"to have some difficulty borrowing the anount they nced.
Question:

Do you anticipate having difficulty borrvowing the amount of
money you will need?

Yes 3 No 14 Undecided & Total 21
Discussion: |

As can be scen by the results, over sixty-six per cent of (hose‘
responding fndicntod they would have little difficulty borrowing money.
The Chi Sanre test rendered a sipgnificent diflfercace between expected

[:RJ!:‘ and obscrved frequencies in this instance. The subhypothesis is thevefore

<



(N

53

accvptcd.' .

i
Subliypothesis Number 1d: : ,fi

Less than fifty per cent of the colleges object to borrowing from
a program having some type of government involvement,

Question:

Would your college object to some type of governmnent (state or
federal) loan guarantee or bonding program that would help make long-term
loans available to colleges:

Yes 11 No 33 Undecided _6 Total 50
Discussion:

Twenty-two per cent of the colléges object to borrowing from a
program having some form of govérnment involvement while sixty-six per
cent indicated that they did not object to such involvement and twelve
per cent were undecided. On both a relative and adjusted frequency basis,
these figures tend to support this subhypothesis. Statistical verifi-
cation of this subhypothesis can again be scen by conducting a Chi

Square test, The subhypothesis is accepted.

Subhypothesis Number le:

More than fifty per cent of the colleges that have borrowed moncy
in the past have borrowed from the HEW, Office of Education, Loans for
Construction of Academic Facilities Program, or the FHA-DHUD, College
Housing Program.

Question: »

Have you cver borrowed under the HEW, Office of rducation, Leoans
for Construction of Acadenic FPacilities Program, or the FHA-DHUD College
Housing Projran?

Yes 33 No 16 Undecided 0 Total 49



Discussion:

!
One can observe from the data that thirty-three of forty-nine
i
respondents, or sixty-seven per cent, findicated that they had borrowed

from the various agencies mentioned. As the obscrved frequency in this

!

case significantly exceeds the ~xpected, subhypothesis le is accepted.

Subhypothesis Number 1f:

Over seventy-five per cent of the collegeé are able to mortgage
part of their assets to secure a loan.
Question:

Are you able to mortgage part of your assets to secure a loan?

Yes 36 No 6 Undecided ;g Total 45
Discussion:

On an absolute basis, eighty per cent of those colleges responding
indicated that they were able to mortgage part of their assets as a
means to secure a loan, However, bascd on only the definitive responses
the calculated Chi Square test is less than the critical value.

Therefore, it can be concluded that the proportion of colleges

able to mortgage part of their assets to secure a loan is seventy-five

‘per cent, but docs not exceed scventy-five per cent. The subhypothesis

is rejected.

Subhypothesis Nuaber 1g:

Less than twenty-five per cent of the colleges currently set aside
depreciation in a fundito renovate or replace existing buildings,
Question:

Soae lype of institutions set aside funds from operaticns as cash

charges to depreciation, to be used for the replaccuent or renovation of

existing buildinzgs when such action becones necessary.  Long-term debt
o >
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may also be retired from these funds. This may be called ""funding
depreciation" or “establishing a replacement reserve." Does your {nsti-
tution now formally set aside 5 fund to renovate or replace existing
building'?

Yes 12 No 36 Undecided _0Q Total 48
Discussion: .

It can be observed that the data relevant to subhypothesis lg
indicates that twenty-five per cent of those responding do set aside a
depreciation rescrve for renovation or replacement while seventy-five pew
cent of those responding indicated that they do not set aside such ’
reserves,

The Chi Square test yields a value of zero. Thus, while it cannot
be stated that the percentage of those setting aside reserves is less

than twenty-five per cent, it can be stated that the truc pcrcentage

is ecqual to twenty-five per cent. The subhypothesis is rejected.

Subhypothesis Number 2a:

Less than fifty per cent of the lenders have a working knowledge
of the HEW or FHA-DHUD college loans for construction programs,
Question:

Do you have a working knowledge of the FHA-DHUD College YHousing
Program, or the HEW, Office of Education, Loans for Construction of
Academic Facilitices Program?

Yes 5  No 40 Undecided _1 Total 46
Dis.ussion:

The data rcceived relevant to subhypothesis 2a, regarding the

extent of working knowledge by lenders, of the WEW or FHA-DHUD college

loans for construction programs, indicates an immediate acceptance of
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this subh&pothesis based on absolute frequency (five out of forty-six

yes' responses or eleven per cent).
The Chi Square test rendered a significant difference between
expected and observed frequencies in this fnstance. The subhypothesis

is accepted,

Subhypothesis Number 2b:

Less than twenty-five per ceunt of the lenders have made loans to
colleges.
Question:

Have you (or your institution) been involved in making long-term
loans to colleges for construction?

Yes _7 No 42 Undécided 0 Total 49
Discussion:

It can be observed that seven out of forty-nine total respondents
(fourteen per cent) indicated that they have made loans to colleges.
This percentage would tend to support the hypothesis that less than
twenty-five per cent of lenders have made college loans.

However, since the Chi Square critical value 1is greater than the

"calculated value, it cannot be concluded that the proportion of lenders

making loans to colleges is less than twenty-five per cent. 1It-can be
concluded that the proportion is equal to twenty-five per cent. The

subhypothesis is rejected.

Over scventy-five per cent of the lenders vegquire mortgages.
Question:
Realizing both that a college canmpus is generally made up of a

nunber of single use buildings, but also that a mortgage has a certain
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psychological value, as well as helping to control future actions, do

!
7

you gencrally require a mortgage from colleges?

Yes 25 No 0 Undecided _7 Total 32 i
Discussion:

The responses relevent to subhypothesis 2c¢ indicate first that
not one lender responding indicated that. a mortgage was not required.
Seven lenders were indecided while twenty-five (seventy-eight per cent)
indicated that they definitely required a mortgage. Thus based on the
tirm responses (excluding those undecided) 100 per cent indicated that a
mortgage was required.

The Chi Square test indicates a significant difference between
frequencies, so the true proportion of lenders requiring mortgages is
in cxcess of eighty per cent., Thus, the subhypothesis, as stated, can

definitely be accepted.

Subhypothesis Number 2d:

Of those lenders responding to the question, less than fifty per
cent have generally received enough information from colleges with the

request for a loan to make an informed decision.

+Question:

Do requests for loans received from colleges generally include
enough information on which to wake an informed decision?

Yes 2 No 8 Undecided _8 Total 18
Discussion;

The nuaber of responses veceived relevant to subhypothesis 2d is
barely sufficicent for a definitive analysis using a Chi Square test.

Enploying a Chi Square test consistent with the subhypothesis under study

created cexpected frequencies of five for the "Yes-Ko' responses received,



According to standard practice an expected frequency of five is the
minimum value acceptable for Chi Square analysis, 1In addition, since
df = 1, this makes the analysié more susceptible to bias.

Insufficient data may exist with which to test this hypothesis.
The fact that eight of eighteen respondents were undecided is indicative
also that insufficient data exists. One may w;nder (and speculate) as
to why only ecighteen total responses were received here but, as a part
of this study, this is an unanswerable question. Subhypothesis 24 is

rejectdﬂ because of lack of data,

Subhypothesis Number 2e:

Over fifty per cent of the lenders believe a loan program with
some type of govcrnméﬁt involvement to imake loan money available to
colleges has merit.

Question:

Regardless of whether or not you now 'participate" in federal
government guaranteed programs, bonds issued pursuant to Revenue Ruling
63-20, or bonds issued under a state government bonding authority, do you
sce merit in such programs for colleges?

Yes 29 No O Undecided 12 Total 41
Discussion:

The first obsevvation that is significant with regard to the data
tclevant to subhypothesis number 2e is that no respondents answered "no"
to this question. In other words, the lenders, in general, do sce merit
in governncnt involvenent in a college loan program.

Thus, using the Chi Square test to examine the basic question, it
can be stated conclusively that over fifty per cent of the lenders belicve

a loan program with sone type of government involwvement to wmake loan inoney
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available to colleges has merit. The subhypothesis is accepted.
Subhypothesis Number 2f:

Over fifty per cent of ‘the lenders believe that there 1s a nced

for borrowed funds to be used for college construction.
I

Question:

Do you believe there is a need for borrowed funds for college
facility construction?

Yes 31 No _4 Undecided _8 Total 43
Discussion:

It can be secen that the raw data relevant to subhypokbesis 2f
indicate 'that seventy-two per cent of the total respondents believe that
therc is a nced for borrowed funds for college faéility construction,
These results tend to support the subhypothesis on a subjeéiive basis.
Performing a Chi Square test exploring only definitive responses supports
the conclusion that the true proportion of lenders believing that a need
exists for borrowed funds for college facility construction is in cxcess

of fifty per cent, Therefore, it can be concluded that this subhypothesis

is accepted.,

Subhypothesis Number 3:

Over scventy-five per cent of lenders and colleges consider phil-
anthropy to be an important source of -funds [or meeting the cost of
college construction projects,

Question;
Colleges - Do you consider philimthropy to L. an inportant part

of the financing of your future capital ecxpansion plans?

Yes 43 No 4 Undecided 1 Total 48

Leaders - Do you believe philanthropy should continue to be an
’
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important part of the overall financing of college construction?

Yes 38 No 2 Undecided _17 Total 47
Discussion: !

Both colleges and lenders were asked if they considered philan-
thropy to be an important source of future college co;struCtion funds,

On both an adjusted and relative frequency ba;is, for both college
and lender respondents, the responses tend to confirm the subhypothesis
that over seventy-five per cent consider philanthrspy as an important
source of funds for meeting the cost of construction projects. Perform-
ing a Chi Square test to further verify this hypothesis, it was concluded
that the ‘true proportion of college respondents who consider philanthropy
to be important for future college building programs is in cxcess of
seventy-five per cent,

A similar analysis for lenders was sufficient to conclude, for
lender rvespondents, that the true proportion of college respendents who
consider philanthropy to be important for future college building

programs is in ecxcess of seventy-five per cent.

Subhypothesis number three is accepted.

Discussion of Narrative Questionnaire Response

Collepe Questionnaire, Question One:-

What types of construction projects do you.anticipatc (i.e.,
mostly new censtruction or renovation or replacement, ete.)?
Coinnents:

When asked to coiment on what types of conslructio; were antici-
pated, tweaty-three colleges responded, and listed forty-six projrcts.

No conclusions can be drawn fron the ratio since most of the reaaining

colleges indicated that they had uninet nceds, but they were not currently



defined. - While not differentiating here between new construction,
renovation or replacement, the listing'below indicates the need as scen
by the colleges theinselves:

Classrooms, Learning Resource and Academic

Buildings =~ = = = = = = = = = =« =« o = - - - - - .
Physical Education (including swimming

pools and field houses) - = = = = = =« = = = _
Fine Arts Buildings = = = = « = =« = = =« - - % - e -
Office and Adninistrative Buildings -
Libraries = = = = = = = = « =« ¢ = = @ v o e - - - -
Chapels = = =~ = v = = = =« « 0 o = = & « = = = « = =« .
Student Unions = = = =~ = = = = « = = & « = = = = - - .
Dormitories = = = = = - = -« ~ = = - = g -~ -
Married Student Housing

Pt
-

NN WO

While it is impossible to draw valid conclusions from this data,
it can bg noted that of the forty-six projects, only six are self-support-
ing (revenue yielding) and the remaining forty are mostly not revenue
yielding. This points out that forty of the forty-six anticipated
projects are those that have historically been considered to be‘less
desirable to loan money for, since the loan’would need to be repaid from
general operating revenue and not from divect project revenue,

This may suggest *huat revenuc-yielding buildings such as student
housing facilities and student unions have already been built, using
borrowed funds, so the nced in these areas is not as acute as it was a
few years ago. 1t may also reflect the changing student Iiying patterns.
The apparent need for nonrcvenue yielding buildings may reflect a need
not addressed during the years of rapidly increasiég cnrollivent when the

need for student housing and service facilities was more pressing (as

opposed to classroons and libraries).
24

Colleze Questionnaire, Question Two:

61

What problems do you anticipate encounfering with future financing?

Coxaents:

In this instance the forty-nine respondents were asked to comment



about the problems they anticipated encountering with future‘financing.
Thirty-threc did not respond to the narrative portion of this question,
or if they did respond, stated‘that they foresaw no specific problems
relating to future financing. It must be recognized that some of the
thirty-three are not ancitipating‘future financing at all,

0% the sixteen who did respond, one-half (eight) saw the currently
high intcrest rates as being a serious problem, five questioned whether
or not sufficient funds would be available from either borrowing,
philanthropy or a combination of these sources. One pointed out that
there were problems relating to its current large amount of debt, the fact
that its needs consisted of '"non-self-amortizing' buildings, and that
most lenders would question the value of the collateral they offered.
It appears that colleges are experiencing the same types of problems

that other businesses arc cxperiencing in the current money market.

College Questionnaire, Question Three:

What has been your experience with Joun-term debt?
Comments?

When the question was asked, a varicty of answers were received.
Of the forty-two who vesponded, twenty-seven indicated that>thcy had
cxpericnced no significant problems, while fifteen mentioned that it was
difficult to make payusnts when due. No one indicated that they were in
serious trouble regarding repayaent,

Ten specifically mentioned that they had had very satisfactory
results using loans iavolving HEW or HUD problens (or both). Onec
coocaented, '"fhe only long-tern financing available to us has been through
HUD. "  Another saoid, ''We have usecd both private and federal sources for

r

long-teva bovrowing., The terms of the federal leans are more attractive--

62
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longer maturity schedule and lower rate of inteiest,"
Two comnented on the student housing problems. "I do not know
of a private school in our arca which didn't overexpand in dorm space,”

said one. Another lamented, "The dorm is half empty."

College Questionnaire, Question Four:

What do you belicve the college could do to improve the chances
of the loan being approved?
Comments;

When asked how the college could improve the chances of having a
loan approved, most did not respond since few colleges in this study
believed that they would have any problems at all in this area.

0f the thirteen who made meaningful responses, over onc-half (seven)
believed the bcét thing they could do would be to raise more money so
they were asking to borrow a smaller amount of the total project cost.
This action would tend to increase the value of the collateral for the
loan in the case where mortgages were involved. Three others indicated
that a college should iaprovc its fiscal operations as the best way of
convincing a lender that they could repay the loan.

Others indicated that shorter-term loans were ecasier to obtain,
that a person or organization co-signing with the college would help and

_one comiented that good relations with local lenders would be very helpful,

College Questionnaire, Question Five:

What are your thoupghts on using philanthropy as a bagis of repaying
long-term debt as it becones due?
Comnents:

The response froa the colleges to the idea of using philanthropy

for vepayneat of long-term indebledness was soaewhat split., Of the
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thirty-{{ve rcsponding, nineteen were against it and sixteen supported

the {dea, ' oy
Five of those supporting the idea said they had done it in the

past. One went so far as to state, "Philanthropy is an absolute necessity
J

1

for the payment of our outstanding indebtedness." ‘

Seven of those not in favor of using philanthropy to repﬁy debtl
l ,
stressed that it was hard to motivate donors to give to repay debts.
One college fund raiser said, "Raising money for debt retirement is

perhaps the most difficult single item in fund raising."’

College Questionnaire, Question Six:

Could you elaborate on this?
Comments:

After getting the college's opinion about their support, or obdbjec-
tion, to some type of government fnvolvement in loan programs, they were
asked to elaborate on their feelings, Twenty responded and eighteen of
"those were positive to some degree, |

Five had used such programs before with‘a high degree of satis-
faction, and five others stressed the need for additional sources of
long-term, low interest loan support. The other eight favored such a
program, but stressed that there must not be too many restrictions on
the conduct of the normal business of the collcge.

One connented on the need to, '"keep goverament out of private
collepes)

1t appeared, therefore, that there is o need for an additional
source of low ivtevest rate, long-tevm loan ioney, so long as it does

not overly restrict the obiltity of the college to manage its own offairs,

DY
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College Questionnaire, Question Seven: I

What do you suggest to make these two programs more ;esponsive to
the nceds of the colleges? | !
Comments;

Colleges were asked to suggest ways in which the HEW and/or HUD
programsiﬁould be made more responsive to their neceds. As pointed out
in the discussion of college questionnaire question number three, those
who are familiar with the HEW-HUD loans are generally satisfied.

0f the fourteen responding to this question, six thought that
fewer vestrictions and more rapid application approval would be desirable.
Six others comnented that the government programs have been restricted
during the past few years because of lack of funds and hopefully could
be better funded in the future,

Two comnented thal it wuuld be a good idea to establish a contin-
gency fund, through additional borrowing at the start of the project, as
is common in most bonding schemes, to meet unforeseen nceds during

"soor'' years,
p Y

College Questionnaire, Question Eight:

Vhat type of security would you propose to give a lender to sccure
a long-term loan (i.e., mortgage lien, pledge of future income, pledge
of future gifts, ctec.)?

Comnents;

When asked to list the type of scceurity the college would propose
to give to a lender to sccure a long~-term loan, thirty rvesponded, and
scventeen of those recosaended a first mortgage lien on the facility,

Lowever, four sujgested the pledpge of college endowacnt fund

assiets, three sussested the pledge of future gencral dncome sad five said



they had pledged future gifts as securdty for repayment in the past, and
l

would recomnend it again, ‘ ;

Only one offered the opinion that a long-tern loan secured by

only the faith and credit of the college should be acceptable,

College Questionnaire, Question Ten:

Could you list in priority order YOur construction needs (i.c.,
classrooms, administrative space, student residences, etc.)?
Comnents:

This asked the colleges to list their construction nceds. The
responses to this question turned out to be little different from those
needs listed in question number one. It was not possible from their v

responses to determine any order of priority, except within the generali-

zations of those comnents listed on question one.

Colleze Questionnaire, Question Eleven:

What is your opinion about funding depreciation?
Comnents:

The colleges were asked their opinion about 'funding depreciation
or "establishing a replaccment reserve' by setting aside cash from
operations., Of the forty-two responding, thirty-eight thought it was a
good idea, and eight of those actually funded depreciation to some
extent,

'

Of those favoring "funding,'" all mentioned the problem of justify-

ing the sectting ~side of money from current operations to meet future
2
needs, when current incouwe only barely met the curvent needs,
Three thought it was neither nccessary or desirable for nonprofit

institutions to "fund depreciation,' since the necds of these institutions

should be nmet {rom current operations and gifts, as those nceds arose,
I 3
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One respondent was carcful to point out that donors often like to

donate to construct specific buildings: Thercfore, it might be more

favorable to use current incomé to meet current needs, and ask the donors

to provide additional or rcmodeled facilities, This Wight be considered

the '"historic' view, |

Lender Questionnaire, Question One:

How active have you been in this field? Are you actively solicit-
ing applications from colleges? Why or why not?
Comments:

0f the forty-nine satiéfactorily completed questionnaires, no one
»indicated that they had been very active in the college loan field, nor
did anyone state that they were actively soliciting applications for loans
from colleges. However, only a few stated that they wouid not be
interested in considering loan proposals from colleges,

Thirty~-four did comnment on why they were not active ih the college
loan field. To generalize, they implied that they had enough other
business without specifically seeking college loans., Below are listed
the five categories that thirty-one of the comnents were grouped into:

Investors are not interested, general
shortage of loan funds 15

High risk, future of private colleges is

in question 9
Lender specializes in single family howe loans 4
Lender has never been approached by a college 3

. a . .
Three caanents are qifeted below as Leing represcoatative of the
thoughts of many of Llhose who responded,

Private colleges it into a group of philanthropic organizations,
Host dastitutional iavestors are reluctant to make loans to then
becanse they do not later want Lo be associated with a possible
foreclosure,
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"Colleges are very unsophisticated in financiag real estate,"

"We a}e not p;csently in the college loan field, but we are always
interested in potential new business,'

" No conclusions can be drawn from these comments, but it appears

" that any effort to interest the "average" lender in making loans to
private colleges must be initiated by the:gchools as a quasi-cducational
effort., There is no indication that lenders will actively seek out
college loans, Neither, however, are there indications that the average

lender would not give full consideration to a well documented loan

request prescnted by a college.

Lender Questionnaire, Question Two:

What types of informaticn do you most neced to act on these loan
requests?
Comments:

Ten lenders responded to this question and listed items they nceded
to help them determine whether or not to make a loan to a college. Seven
required a five-year audited financial statement showing profitable
operations., Other items required included descriptions of the proposed
project, including an estimated cost breakdown. Description of the
school's history, current operations and projected financial and enroll-
ment pictures were also mentioned.

Appendix D of this paper is a discussion of the financial f{ecasi-

bility study proécss, and goes into the loan presentation in detail,

5
Lender Questionnaire, Question Three:

’ 1"

1f you aunswered 'no," or "undecided,' where do you sce these funds

coning from? If you answered "yes,' what main problem do you foresce?

68
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Comments: !
\

Of the twelve who indicated that there was either no need for
colleges to borrow, or the respondent was undecided about that neced,
nine made comnents relative to the source of nonborrowed funds., Five

believed that funds to build these facilities should come from state or

l
federal grants and private gifts. The other four questioned that
|

construction should take place at all, because of the financial problems

|

Thirty-one respondents thought that colleges did need to borrow

private colleges have been experiencing.

money for construction. Twenty-seven of those commented on the main
problems they foresaw the colleges running into when they asked for loans,

Fourteen lenders pointed out that with the possibility of smaller
enrollment and reduced gift receipts, the earning ability, or capacity,
of the institution might be less, thereby raising the level of risk
to the lender. Nine others saw the problem as one of insufficient col-
lateral or security, for the loan. The fact that the buildings were
considered single purpose, with little or no resale value, tended to
reduce the acceptability of the security. Four saw high interest rates
as the main problem facing the colleges in their attempts to obtain loans.

The problem may have been sumned up by one lénder who comnented:

The main problem stems from the financial feasibility of the

college as a whole, Because of the failure of a number of small
private colleges in the recent past, most lenders are very skepti-
cal about lending money to similar colleyes,

These coments may indicate that most lenders are aware of only
the finﬁncinlly unsound colleges, and are not faniliar with the well-fun,
financially viable colleges in America today, It appears that the
financial feasibility study st be an cducational tool, to a large

extent,



Lender Questionnaire, Question Four: .

{

What suggestions do you have for types of financing ﬁrograms to
make loan money available to cblleges? i
Comnents:

Regarding this question, no lender said that he saw no merit in
government assistance of some type to private colleges. :Twelve made
further narrative comnents regarding the subject.

Seven of those felt that more and better government guarantees
were neccssary, while three more mentioned the desirability of establish-
ing some sort of private (nongovernmental) mortgage insurance scheme,
The other twvo bclicycd that a local group of banks should "pool" the
loan in the interests of a community betterment project.,

If a conclusion could be drawn from these few comments, it might
simply be that lenders zppcar to have no ohjections to the indirect {and

possibly direct) support of private higher education by government.,

Lender Questionnaire, Question Five:

In your opinion, have these programs (HEW-FIIA) been responsive to

the necds, and if not, how could these programs be more responsive to
‘the needs of the field?
Comments:

Only five of the forty-five pcople responding to the basic questi
indicated that they had a '"working knowledge" of the HEW-FHA loans to
colleges. Those five were the only ones to make navrative coiments,
referring to the above qu€stion,

They secaced to feel that these were good progranms, but should
be cxnpanded to miret usaet m.n'_-ds.‘ In expanding the programs, they should

brcome more peraaneat and better publicized within the leading coanunity.
i P 4
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ngggg'gghigiglnairc, OQuestion Six:

What are yourlthoughts on philanthropy being used to pay
long-term debt as it becomes dﬁe?
Cominents

There were thirty-one responses to this question, It probably
should ﬁave been a ”Yés-No” question rather than a narrative question,
Philanthropy was favored by sixteen as a method of paying long-term debt,
but fifteen did not favor it.

It is observed, however, that the fifteen who did not favor it
appeared very fimm, while the sixteen who favored it hedged their
comnents irn almost all instances,

Twe of the more favorable comnents follow, '"This would be a
guarantee to the lender that his loan would be repaid, and that is most
important in loans of this type.'" Another respondent JiLserved, "It is
done not only by colleges, but by churches, with amazing success.'

No conclusions may be drawn from these comments because they were
too general in nature, It appears that many lenders will consider this
matter with an open mind., MNowever, it must be observed that it is quite
difficult to justify projections of future revenue from philanthropy.

If such projections cannot be strongly substantiated, the lender will

probably reject it as not being an acceptable method of repaynent.

Lender Questionnaire, Question Scven:
What per cent cash cquity, if any, should be required for cach

project, 25 a aininum?

Comnents:

There is a valid question pertaining to the actual jnportance of

an equity requirenent, since the critical consideration is not how iruch
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is borroﬁéd, but the ability to repay that amount. Generally, however,
the lenders expect the borrower to have a certain amount of his own funds
to contribute to the project. ‘An increase in cquity, or borrower's cash
contribution, increases the net value of the sccurit; held by the lender
in the form of a wortgage,

Of the thirty-five responses to this question, five pointed out
that no equity would be nccessary if the loan was guaranteed. This does
not mean that equity would not be required. It means that the responsi-
bility for determining the amount of equity is shifted to the person
giving the guarantee.

Two respondents indicated they would require an equity of fifteen
per cent, two said they would require forty to fifty per cent and one
would require a seventy-five per cent payment,

Twenty-five of the thirty-five responding indiiated that in their
opinions, an equity payment of between twenty and thirty-three per cent
should be required. This Suggest; that the average lender will loan no
more than two-thirds to four-fifths of the total project costs; The
college must, therefore, expect to be required to generate one-fifth to

one-third of total project costs from sources other than borrowing.

lender Questionnaire, Question Eight:

What do you consider to be the best type of sccurity that a college
can offer you when requesting a loan? What do you see in the future
regarding types of seccurity?

Comnents;:

Most of the thirty-four who responded to these questions did so

with a consbined answer,

Eighteen answered that they would require a {irst mortgage lien
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on the project real estate, while others referred to endownent assets,
co-signers, special student fees, and a strong history of good manage-
ment,

_ It appears that many regard the future direction as being toward
government guarantees and a more major emphasis on an outstanding manage-
ment record. While the reliance on the,real estate mortgage may ﬁever
disappear, it can be rcasonably expected to decrease 1n importance in

the future,

l.ender Questionnaire, Question Nine: '

Please comnent on this in general.
Comments

Most of the comments were simply a reiteration that the lenders
would nonnally take a mortgage.

However, eight respondents comnented to the cffecct that the mort-
gage ‘was 'secondary'" to the ability of the college to run a strong
financial operation and assure repaywment in that manner, They pointed
out again, thét a college building was not "liquid" and was difficult
to turn into cash,

One person comnented:

We consider that a mortgage is necessary because as a college
gets into financial difficulty they begin to dilute their position,
and as their financial condition deteriorates they will give mort-
gages to later lenders.,

Sumrary of Findings

Based on the statistical t2sts the basic hypothesis was accepted,
as were eleven of the subhiypotheses, Four other subhypothescs were
rejected,

Ninety-four per cent of the colleges had borrowed saoney for con-



struction in the past, and sixty-sevep per cent had borrowed under a
government program, Fifty-eight per cent indicated that additional
construction in the future would be necessary, but only thirLy-two pex
cent {ndicated that they anticipated borrowing funds to pay for that
future construction. . |

When it is recognized that only about one-half of those plan-
ning to build, plan also to borrow, it is not surprising that ninety
per cent of the colleges, as well as eighty-one per cent of the lenders,
ind{icated that they considered philanthropy to be an important part of
the overall financing picture,

l.oan prograns with government involvement were also considered
important in the overall field. Sixty-six per cent of the colleges
indicated they would not object to some form of government involvement,
while seventy-one per cent of the lenderé ;aw merit in such programs.
However, when asked about existing federal loan programs for colleges,
only eleven per cent of the lenders indicated a workihg knowledge of
those programs,

Only fourteen per cent of the lenders indicated they had loaned
money to colleges, even though seventy-two per cent indicated that there
.was a need for borrowed funds to be available for college facility
coastruction,

Seventy-eight per cent of the lenders indicated they would require
a mortgage to sccure a loan made to a college, while eighty per cent of
the colleges indicated that they were able to mortgage their assets.

? Sixty-six per cent of the colleges belicved that they would have
little difficulty borrowing neney, but odly cleven per cent of the lenders

indicated that the loan reqguests they generally received fron colleges
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contained cnough information on which.a lender could make an informed
|
decision, .
Each narrative question was answered in general teras and

discussed in detail in the preceding section, and is not suwnarized

here.



CHAPTER V i
]

SUMMARY, CONCLUSIONS AND RECOMMENDA'TIONS

Review and Restatement of Problem

In order to continue to operate on a more sound day-to-day
financial basis, it may, at times, be to the insti&ution's advantage to
spread capital expenditures over a number of years, via the method of
long-term debt. This paper coasidered the problem of obtaining long-term
debt for the purpose of financing expansion of physical facilities at
small, nonprofit, traditional midwestern colleges.

It was necessary to determine if colleges actually would need to
borrow money, if they thought they would have problems borrowing the
needed money and if the lenders believed it was necessary for colleges
to borrow woney, In addition, did colleges furnish lenders with enough

information to inake decisions concerning requests for loans and did

government programs to help make money available to colleges have merit?

Sumpary of Universe and Procedure

To gather information the usual literature review was conducted
to establish part of the factual data base, The literature revealed that
the published material pertaining to loans for nonprofit private colleges
was not in the depth or quantity that had been anticipated, lany
jitems of available literature were very old, once dating back to 1924,
Mowever, cven the older ite s were of value in establishing background
and developing historical pc-l‘s;wctivc. It was noted that there wvere a great
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many publinhod sources pertajaing exclusively to financing public,
government supported facilities, but these publications were of little
value tb this study, This was because public debt {8 nomally repaid
through tax revenue, while private colleges must relay on revenue from
carnings or gifts to repay their loans. Adequate physical security to
protect the lender against loan default is required when thé faith

and credit of a govermnental subdivision {s not available,

In the four-state area there were sixty colleges that met the
definition as set forth in this study. Similarly, there were ninecty
lenders in the three-state arca defined for lenders.,

Because of the relatively small size of the population, it was
decided to treat the population as a census, rather than to develop a
randomn sample, A questionnaire was developed for each group (colleges
and lenders)., To test some of the individual hypotheses, it was
necessary to receive input from both colleges and lenders., Other
hypotheses required 1nput {ron only one of the two groups. The
questionnaires were mailed to ecach member of the population, A sccond
mailing was sent three weeks after the first, to all those not
responding, The overall response rate was cighty-three per cent for
the collegzes and fifty-four per cent for the lenders. This high rate
of return could indicate in part, a great deal of interest abest the
subject cmong colleges and lenders,

The hypotlicses statistically tested revealed data which was
developed and presented in Chgpter V. The Chi Square (XZ) test was
found to be suitable under these cirenastances,

Of the {ilteen hypotheses statistically tested, eloven uere

avecpted and four were rejuected, Three of the four rejected hypothesces

17



(numbers 1f, 1g and 2b) were rejected because the researcher had stated
that a certain action would take place more or less often than a certain
percentage. ‘fhe frequency matched exactly with the projected base
number on those three. The fourth hypothesis (number 2d) was rejected
for lack of infoumation,

Narrative questions were also:used to gather data. The results

are fully discussed and presented in Chapter 1V, v

Summary of Major Findings

Ninety-four per cent of the colleges in the area covered by
the study had borrowed money for construction in the past. In this
instance forty-six of fifty colleges had borrowed money for construction.
This is a much higher portion than the author had cxpected. When the
responses of those colleges planning to borrow in the future also
indicated that thirty-two per cent anticipated seeking loans, the
continuing importance of long-term loans to private nonprofit colleges
vas affirmed,

Sixty-six per cent of the colleges indicated that they did not
believe there would be any problem in borrowing the money they needed
when they needed to borrow 1t, lowever, only fourteen per cent of the
lenders indicated that they had loaned money to colleges in the past.

while scventy-one per cent of the lenders saw merit in government
fnvolvenent in loans to col]cﬂcs programs, only elcycn per cent had a
working knowledge about éven one of the two major existing college loan
P X‘()Sl‘;’.f!!B .

Sixnty-seven per cent of the colleges had borrowed under the HEW
or HUD loans to collepes progran, Ounly tuenty-two per cent of the

colleses stated that thay objected to govervaent loan projrans.
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Aruitoxt provided by Eic:

Fourteen per cent of the lenders had loaned money to colleges
in the past, While lenders would scriously consider requests received
from -olleges for loans, léndefs generally would not make any attempts
to generate new college loan applicatfons, Even though seventy-two per
cent of the lenders belfeved that {t was necessary for colleges to
borrow, eighty-one per cent believed,:as did ninety per cent of the
colleges, that philanthropy should continue to play an important role
in {inanning construction,

In order to sect aside money to repay loans, other nonprofit
organizations cstablish sinking funds by setting aside money from a
cash allowance for depreciatfon of the buildings on which the debt is
outstanding. Ninety-one per cent of the colleges thought it was a

good idea, but only twenty-five per cent actually did fund depreciation.

Major Conclusions

From this study seven major conclusions are drawn by the
researcher even though many wore conclusions may be developed, given
the individual’s neced for specific conclusions upon which to base
decisions and take action,

1. Borrowing has been an important part of the financing of
many private nonprofit college construction projects, and
will continue to perform a significant role in the future,

2. Private nonprofit colleges do not anticipate difficulty
in obtaining lonns when needed, but few lenders have
loancd wmoney to colleges in the past, Therefore, colleges
shiould cxpect to have to seek out additional sources of
loans,

“ 3. Covernaral assistance in helping private aonprofit collepes

obtain loan funds is not found to be objectionable to the
majority of either colleges or lenders,

4. An effort to educate leanders about goveranent propgrams
related to the private nonprofit college lending field,
vould be proper, because of the apparent lack of
inforiation about the subject on the part of many lenders.
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5. Philanthropy should continue to be an important consideration
in the planning of any private nonprofit college construction
financing program,

6., FEstablishing a sinking fund to repay loans by setting aside
money from cash allowances for depreciation of existing
buildings, while a good idea in general, may not be possible
in a practical scnse due to the current financial needs and
lack of sufficient cash flow of many private nonprofit colleges.

7, While most private nonprofit colleges can mortgage their
assets to secure loans, a few are prohibited from pledging
their assets, Some lenders indicated a willingness to discuss
security other than mortgages, so the prohibition against
pledging assets will not necessarily exclude a college from
being able to borrow money.

Recommendations for Further Research

The data received indicated that most colleges expected to have
no difficulty borrowing the funds they needed. liowever, few lenders
indicated that they had had anything to do with loans to private colleges.
Further research should tz undcrtaken to determine if these items are
fnconsistent, and if so, what action. is nccessary to reconcile them,

Most of the colleges indicated that they were familiar with the
HEW or HUD loans to colleges program. Most lenders indicated that they
vere unfaniliar with these same programs. Rescarch should be
undertaken to determine the reason that these programs are not better
understood by members of the lending commnunity.

Research should be undertaken to determine if a State Educational
Fac lities Authority Act is desirable in some or all of the thirty-five
states that do net presently have such legislation. 1If a favorable
determination is reached, the next rescarch subject should be the
determination of how best to promote énd Introduce the law into that state,

FHA wmortgage insurance has been successful in many areas,
Pesearch slould be undartaken to deternine if a sinilar prograa vould

be helpful for colleges,
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A valuable resecarch project would be to perform a nceds assessmeng
to determine what form future government support of the entire private
education scctor should take, :,

Further study, and publication, is rccommended to more clearly

define the problem of financing construction by use of long-term loans,
at small, private, nonprofit célleges in fts larger g%ographical
setting, During this study, the rescarcher was not aBlc to find a
single publication (book, article or study) which ?ealt significantly

or entirely with the problem of long-term debt for facility construction

at private nonprofit colleges.
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13491 W, Ohio Drive
Lakewood, Colorado 80228

Septembér 24, 1973
{

As a part-time PhD doctoral student I am exploring the current status of
long-term borrowing as a mecans of securing financing for new construction and
renovation of small, nonprofit college campuses in Colorado, Kansas, Missouri
and Nebraska. This research is concerned only with those funds secured from
loans, The focus of the research will be the development of guidelines for a
financial feasibility study. This study will provide a detailed system that
colleges could present to lenders when asking to be considered for a loan,
Lenders could also use it as a guideline for assisting the college in making
a meaningful presentation,

My full-time employment is with a Federal government program that
cooperates with the private sector in the financing of the construction of
needed health care facilities., The health care facilities program has been
successful., It is hoped that the results of this PhD study will be useful in
developing workable programs for the education sector,

The attached questionnaire is the prime method of data gathering for the
study. Would you or a member of your staff knowledgeable about such matters
complete and return it to wme by October 5, 1973.

As the infornation you will provide could be considered to some extent
confidential, T assure you that all responses will be treated as privileged
communications. Strict confidentiality will be maintained and the anonymity
of each respondent will be honored. The number in the top right corner of
the questionnaire is only to detcrmine who has rvesponded. Your narritive
comments are valuable to me as a description of your activities regarding
this subject.

The vesults of the dissertation will be surmarized and sent to you in
the spring. T hope it will be of assistance to you in this major concern of
financing rollege construction through borrowed funds. Please return the
questionnaive in the attached Stﬂmp(d, self-addressed envelope.  Thank you
for your assistance in this matter,.

Sincerely,

Qo Chartes A, Westin

EMC Encl. . : i

Aruitoxt provided by Eic:



|
QUESTIONNAIRE !

"Colleges," as used in this questionnaire refers only to traditional,
private, (generally) small, nonprofit four-year colleges located in
Colorado, Kansa%, Missouri and Nebraska. '

\

"Construction," as used in this questionnaire refers to both new

building and renovation,
. Please make any comments you can that will help me to evalvate the

current situatioi as perceived by professional Ienders. You may
continue any comment on the reverse side of the sheet.

1, Rave you (or your institution) been involved in making long-term
loans to colleges for construction?

Yes Ro Undecided

How active have you been in this field?
Are you actively soliciting applications from colleges?
Why or why not?

2. Do requests for leans received from colleges generally include
enough information on which to make an informed decision?

Yes No Undecided

Any specific examples, or comments, that you could include would
be of great assistance to me in determining the information nceded
by lending institutions to make decisions pertaining to these
types of loans,

What types of information do you most nced to act on these loan
requests?
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3. Do you believe there is a need for borrowed funds for college
facil{ty construction? :

Yes No  Undecided

If you answered '"mo," or "undecided,' where do you see these
funds coming from? |

' what main problems do you foresee?

If you answered 'yes,'

%4. Regardless of whether or not you now '"participate"” in Federal
government guaranteed loan programs, bonds issued pursuant to
Revenue Ruling 63-20, or bonds issued under a state government
educational bonding authority, do you see merit in such
programs for colleges?

Yes No Undecided

What suggestions do you have for types of financing programs
(in addition to or including those above) to make loan money
available to colleges?

5. Do you have a working knowledge of the FHA-DHUD College Housing
Program, or the HEW, Office of Education, loans for Construction
of Academic Facilitics Program?

Yes No Undecided _
In your opinifon, have these prograwms been responsive to the noeds,
and if not, how could these programs be more responsive Lo: the
needs of the field?
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6. Do you believe philanthropy should continue to be an important
part of the overall financing of college construction?

Yes No Undecided

What are your thoughts on philanthropy being used to pay long-
term debt as it becomes due?

7. What per cent cash equity, if any, should be required for ecach
project, as a minimum?

% equity should be required as a minimum,

8. What do you consider to be the best type of security that a college
can offer you when requesting a loan?

What do you see in the future regarding types of security?

9. Realizing both that a college campus is generally made up of a
number of single use buildings, but also that a mortgage has
a certain psychological value, as well as helping to control
future actions, do you generally require a mortgage from colleges?

Yes No Undecided

Please coovment on this in general,

h

7
Your completing this questiomaire is greatly appreciated, 1f you
have additienal narrative comments (or other wmaterials) related to
any phase of financing college construction with long-term debt,
please include them, I would value their inclusion in my research,

Please veturn this questionnaire to me in the enclosed, stamped
self-addressed envelope. Thank you. Charles A, Westin, 13491 W,
[ERJ!:‘ Ohio Drive, Lakewood, Colorado 80228,
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QUESTIONNAIRE

As used in this questionnmaire, "Construction," includes new building
and renovation. Please consider each question, then check the '"vYes'
or "No" response appropriate to you, and add any narrative comments

that amplify your feelings on the matter. You may also continue any
comments on the reverse side of the sheet..

1. Will it be necessary for your college to undertake additional
construction projects to meet future needs? oy

M

Yes No Undecided

What types of construction projects do you anticipate (i.e.,
mostly new construction or renovation or replacement, etc,)?

2, Do you expect to borrow money in the future to cover all or part
of the cost of that construction?

Yes No Undecided

What problems do you anticipate encountering with future financing?

3. Have you borrowed money for construction in the past?

Yes No Undecided _

What has been your experience with long-term debt?
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4,

Do you anticipate having difficulties borrowing the amount of
money you will need?.

Yes . No Undecided

What do you believe the college could do to improve the chances
of the loan being approved?

Do you consider philanthropy to be an important part of the
financing of your future capital expansion plans?

Yes No Undecided

What are your thoughts on using philanthropy as a basis of
repaying long-term debt as it becomes due?

Would your college object to some type of government (state or
federal) loan guarantee or bonding program that wculd help make
long-term loans available to colleges?

Yes No Undecided

Could you claborate on this?

96
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7. Have you ever borrowed under the HEW, Office of Education, Loans
for Construction of Academic Facilities Program, or the FHA-DHUD
College Housing Program?

Yes No Undecided

What do you suggest to make these two programs more responsive
to the needs of the colleges?

8. Are you able to mortgage part of your assets to secure a loan?

Yes No Undecided

What type of security would you propose to give a lender to secure
a long-term loan (i.e., mortgage lien, pledge of future income,
pledge of future gifts, ete,)?

9a. Is future construction at your college necessary to maintain
or increcase enrollment?

Yes No Undecided

—————
-

b, Do you project enough applicants for admission in tl. Cuie Lo
always maintain the enrollment level you wish?

Yes No __ Undecided

. N A .
10. Could you list in priority order your construction nceds
(i.e., classrooms, administrative space, student residences, ete,)?
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11, Some types of institutions set aside funds from operations as
cash charges to depreciation, to be used for the replacement or
renovation of existing buildings when such action becomes necessary.
Long-term debt may also be retired from these funds. This may
be called "funding depreciation’ or '"establishing a replacement
reserve.'" Does your institution now formally set aside a fund to
renovate or replace existing buildings?

i
Yes No Undecided E

What is your opinion about funding depreciation?

]

|

Your completing this questionnaire is greatly appreciated, If you
have additional narrative comments (or other materials) relating to
any phase of financing c¢ollege construction with long-term debt,

I would value their inclusion in my research,

Please return this questionnaire to me in the enclosed, stamped,
self-addressed envelope. Thank you. Charles A, Westin, 13491 W,
Ohio Drive, Lakewood, Colorado 80228,




O
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13491 W, Ohio Urive
Lakewood, CO 80228
October 12, 1973

On September 24, 1 mailed a blue colored PhD rescarch project
quesfiunnaire to.a few collepes in the mid-west, inquiring into
theiv thoughts pertaining to long-term loans -for cuollepe construction
The answers will be of great value to me regardless of whither or not
your college has in the past, or plans in the future, to borrow
money for construction.

1 made a mistake in mailing the questionnaire during the first
week or two of the new school ycar. 1 fear some of my letters were
lost in the mail. If you could complete the attached questionnaire
and return it to me in the stamped self-addressed envelope, 1 would
certainly appreciate iL. ‘

Sincerely,

Charles A, Westin

Attch: Questionnaire
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EXHIBIT I

SAMPLE PROVISIONS OF A STATE EDUCATIONAL
FACILITIES AUTHORITY ACT
1 - Legislative findings and intent

The purpose of this chapter is to provide assistance and alterna-
tive methods of financing needed educational institutions.

2 - Definition of terms

Educational institutions are any private nonprofit institutions

authorized by the State to provide a program of education beyond
the high school level within the State. '

3 - Authority created

There is hereby created ‘a body politic and corporate to be known
as the "'state cducational facilities authority."

4 - Appointment of members, number of members, terms, conflict
of interest, annual election of officers, compensation,
removal, etc,

These items are to be set forth by the legislature as part of
the act.

5 - Quorum of authority - Vote required for action

A defined quorum of members must favorably vote ou any action
taken,

6 - Exccutive director, corsultants, and other support
personnel - Compensation

Necessary support personnel shall be retained and conpensated
at the rate establishied herein,

1 - Corporate powers of authority

The authority shall have the necessary power to carry out its
responsibilities, including the vight to.perpetual cxistence,
to adopt bylaws, to take part in law suits, to have a scal, to
raintain on office, to maintain records, to accept gifts and
loans, to invest surplus fuands, to charge fees, and to delegate
povers and duties as naecessary,
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8 - Sccurity for bondholders o

The authority shall take such actlon as is necessary to protect
the bundholders,
E

9 - Operation of facilities restricted to leasing
1

The authority shall not have the power to opefate the facilities
as a business other than as a lessor. i

10 - Loans to participating institutions - Maximum amount
!

The amount of the loans shall not exceed the total cost of the
project, plus refinanced outstanding indebtedness, subject to

the approval of the authority.

11 - Terms and forms of bonds issued

Bonds shall be of the type and at the interest rate as determined
by the authority. The authority shall pay the expenses involved
in the bond sales.

12 - Bonds payable only from project reveitues

The bonds are payable from the vevenues of the project only and
no general tax obligation is promised nor 1s any State debt or
obligation created,

13 - Pledge of revenues to secure bonds

The principal of and interest on any bonds issued by the authority
shall be secured by a mortgage or other trust indenture covering
all or part of the facility., The pledge of revenues continues
until the bonds are paid.

14 - Remedies of bondholders on default

These items are set forth by the legislature as part of the act,
15 - Pledge of full faith and credit of authority or institution

Nothing contained herein shall preveat this,

16 - Coaveyance of facility to participating institution when
debt is paid

vhen the debt is fully paid, the authority shall promptly couvey
the Vacility that was mortgaged to sccure the bonds, Lo such
participating cducational institutijon,

17 - Tax exemption of authority

The authority shall take necessary action to maintain itself as a
tax-exenpt organization,
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Scction 18 - Liberal construction of chapter ;

This chapter shall be liberally constructed to accomplish the
intentions expressed herein, which include the intention that
the authority be able to sell bonds to raise funds for needed
construction at participating educational institutions,
t
|
Possible Program Example: South Dakota Health and Educational
Facilities Authority i
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4

SAMPLE PROVISIONS FOR A FHA TYPE MORTGAGE
INSURANCE FOR COLLEGES PROGRAM

Objective: To insurc loans made by private lenders to institutions
of higher learning. ‘

Eligible institutions: Any institution offering a full-time resident
academic course of study above the high school
level recognized by the individual state, or
as described by the legislation, .

Statutory authority: As passed by Congress,

Limit: There is no limit to the total amount of loans insured under
this program, However, each project will be limited to the
actual cost of the project, a statutory limit if one is
established or the amount found to be financially feasible
by program staff, whichever is less,

Length of loan: As established by regulations, but in no case to
exceed the useful 1life of the building.

Maximum interest rate: Market rate as established by policy.

Financial support: The program will be financed by fees at the
initial application submittal, and a one-half
per cent insurance premium on each loan payment,
Excess funds will be retained as a reserve fund to
insure against possible defaults,

Security: First mortgage lien on the facility constructed, and a

pledge of revenues in the case of a revenue producing
building, and/or such other security agrced upon,

Possible Program Example: FIA Section 242, Mortgage Insurance for
Hospitals
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THE FINANCIAL FEASIBILITY STUDY:

A neccessity to be completed by
private, nonprofit colleges prior
to borrowing for coastruction,



FINANCIAL FEASIBILITY STUDY
Of sixty private, nonprofit colleges contacted in late 1973,

all but three very small, specialized institutions stated that they had

i
{

borrowed money in the past to cover part or all of the costs of campus

1

construction. Over two-thirds planned additional construction, and
. \-

one-half of those planning additional construction expccted to borrow

}
funds for that construction. With past history as a guide, one would
assume that more colleges end up borrowing than now intend to. It
therefore appears that in the foresceable future, long-term borrowing
will continue to be a major source of funds for financing the construc-
tion of buildings on private college canpuscs.

In order to borrow money it is necessary to convince a lender
that there is every reason to believe that the loan will be repaid in
full, following the terms agreed upon by both parties. The lender wants
to be certain that adéﬁuate funds will be available for repayment of the
loan, as well as to mect day-to-day operating expenses, to establish
cash reserves if desirable, and that a cash surplus will be generated
during the tife of the loan. ‘One of the best methods of convincing a
lender that the college can repay the loan, is to present the lender a
financing proposal in the form of a well done Financial Fcasibility
Study, showing why it is reasonable for the lender to assume that the
loan being requested can be repaid.

Many lenders belicve private colleges are very unsophisticated in
their approach to the financing of real estate.  This is soacwhat
surprisiag when one coasiders how successful private colleges have been
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in the field of institutional development (i.e., fund raising). Of
course, fund raising is no longer considered a project to most colleges,
it is now a fully funded program., Long-term financing, 6n the other
hand, is often undertaken on a project basis, after the fund-raising
program for that certain building has been completed without furnishing
!
‘the entire financial resources needed for the planned‘construction.

i

Nced for a Formal Financial Feasibility Study

In the pést many colleges have not done fofmal, in-depth,
financial feasibility studies. They thought the studies were unnecessary
because it was a 'government loan,'" or due to the belief that the lender
would pefform another one anyway.

Financial feasibility studies are requireé for all loans having
government involvement, While the government does insure the loan,
those officials approving the loan are still fully reSponsibletfor pro-
tecting the financial interests of the United States, and must not make
loans where it is not reasonably certain that the loans will be repaid.
When enough information is not submitted to make such a favorable deter-
mination of feasibility, the loan must be deferred, or rejected, until
such information is available. While the government will make its own
dechmination.of feasibility, the study presented by the college will
serve as a "foundation' for the agency to build its own study and
determination on. It goes without saying that a study done by the
applicant presents the inforwmation from the applicant's point of view,
and therefore should be considered an opporlunit§ to comnunicate this
point of view at an early stage of loan coansideration,

Private leaders have their own requircwents also, as to determin-

ing what nakes a loan to a college financially feasible., Howcver, a well-
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done stud& by the college will serve ds a base for the lendef's own
study, and will often be accepted by the lender as a final d%cument,
depending on his faith in those who prqduced the study, and the ease
with which he can verify items used in it.

The financial feasibility study will be used by the lender in his
present;tion to others who may wish to participate in a portion of the
loan, >He will also use it to convince his own board that the requested
loan shou¥d be appréved. Mortgage bankers and institutional lenders
must establish the economie and financial feasibility of a college
_construction program. The ability of the college to meet its debt ser-
vice responsibilities is the prime consideration in making?a decision on
the marketability of bonds, or the éppropriateness of a moftgage loan,
Therefore, it is to the college's advantage to have a compﬁete, well-done

p i
study prior to approaching prospective lenders.

Administrators and trustees are being expected, m&fe and more, to
be fully accountable to the community they serve for theif actions, A
well-done feasibility study should assist in indicating that the decision
in question is based on good business practices, and that:scarce
_resources were not allocated without a reasonable assurance that they

would be protected. 1If the project is not only needed, but also cconomi-

cally justified and feasible, the board should be ! = - “Wle to arrive
at a satisfactory decision, and one that can belter defended, if
necessary,

When the Study Should be Prhynred

A financ1al feasxbxllty study should be LOMPlCLCd as‘early in the 8 pey

'fplannlng stagc ‘as posq1blo. As the plan develops,,lhe sLudy u111

7 probab1y noed to- be,ad;nstcd to *ccoamodate chqngos. Oﬁ_tjz oLher hand




w

’ 3Lshou1d prcsent not only the factual h1story 1n det 1, but should be  ‘

”f'expected to add a depth of;hu n undcrstanding not possible \hen an

§ 111
determinations of the financial feasibility study may requirg modifica-
tions be made in the actual project plans, in order to keep éhe project
within the financial re30urces.availab1e to the college, i

The study might be used by the development officer, in his fund
raising activities, to present to prospective benefactors as an indica-
tion of the business-like manner in which the college has planned for the
financing of the part of the project not provided for by gifts. That
way the giver will be assured that his gift will not be lost to the
college in the future, due to the lack of financial planning., The study
would also indicate that a portion of the total cost of the project
probably could not be borrowed, as most. lenders require a certain amount
of unborrowed (cash) equity. Therefori, the feasibility study could
also help set minimum goals for a development effort, and point out in
graphic form, the éesirability uof exceeding that goal,

The study should be performed prior to identifying the appropriate
method of financing the borrowed portion, The college must, of course,
have earlier determined what it proposes to construct and the estimated

cost, The results of the study could change both of these iteiss, in an

attempt to compromise on a project that meets the needs of the campus,

and at the same time is a project the college cau afford,

. ' Who Prepares the Study

It is not always necessary to have a "third party" prepare the
study. While the study must be done in such a manner that every state-

ment and conélusion can be documented, Lhere is no roason that a college ¢

_fsh0u1d not con51der do1ng the study 1tself.’ A study dOne by the college
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outside Qr0up writes it, I

A college may gain much by usiﬁg the cffort as a “self-study"

project. Items take on more significance when developed by the people

who are directly affected by them, ‘
: |

There are, however, many instances when for any number of reasons,

the decision is reached to have the study completed b; an outsiée firm,
fhere are obvious reasons to select a knowledgeable oLtside group or
individual. For one thing, the outside group is expected to be more
objective, It can also be expected that if the thside firm has completed
this type of Study before, it will be more knowledgeable overall and know
what to look for. The only cautions to remember here are that the out-
side finn must lose some‘objectivity wyen'it becomes employed, aqd pasé
experience generally guarantees that some past mistakes will also be
repeated.

So the decision on who will prepare the study is up to the indi-
vidual college administration, Ilowever, this should not be construed to
suggest that outside legal and financial counsel are not necessary or
required, as the project moves past the financial feasibility study stage.
The administration may be faced only once in a lifetime with the problems
inhereat in obtaining long-term financing for major capital improvenents.
Few decisjons have such irrevocable long-term effects on the overall
operation of the college. Conscquently, adequate consideration should
be given to selecting those who will participate in the financing plans,
'énd in the finai decisions, Unless the college has on its staff persons
who are conpletcly coqvetent to handle thc 1(b“1 and £inancxal mccnanics

”‘JOf this qulte 1nvolvcd and technxcal matter, they should aeek outside

T.j;counsel as soon as Lhe dcc1sion h.s been nade to go forwaxd xlth the
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Qutline of a Financial Feasibility Study

l. Introduction and Description of Proposed Project
2, History of Coliege
3., Future of College
4, Financial Review, Current Status and Projections
5. Enrollmcnt; Facuity and Administration {

6. The Proposed Loan

7. Presentation to Lenders (optional section of study)

Introduction and Description of Proposed Project .

In the opening section of the study, the proposed project should
be presented to set the tone for the remainder of the study. Capital
improvements are usually necessary because of an increasing school popu-
lation, obsolescent buildings, a changing program of education, or a
combination of thesc reasons.,

The nced should be explained and justified in detail, This should
leave no doubt that the projebt is desirable and necessary, The first
step in assuring that a project will have cnough money available to repay
the loan is to assure that it meets or solves a valid nced. There are
various methods of determining need, but generally a prcsentationbwill
show the basis of that need causing a hardship on students firsﬁ, and on
the financial structure of the college second. The .nced should be
presented in view of its contribution to the purposes for which the
college exists, - |

For cxawple, if the basic scxence depaltment tu1ned auay‘200 well-  'i

>k7~qua11fied appl1cants last year due to lack of labo1atory space, 1t would

o be reaSOnablc to indicato that Lhis rosulted in not only 200 students

”rbcing'd'niﬁd the cducatxon they s0ught, but also a 1oss of‘zncome to the
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school because the additional studenls could have been nandled without
a proportionate increase in staff and éupporting services., It might be
pointed out, 1f true, that there exists certain unused capacities in
some student services, such as food service and housing, that could have
been utilized by these additional students, therefore increasing the
financial well being of the entire school and lowering the individual
cost to the students, |

It should be pointed out in detail, how thf proposed project will
meet the existing nced. If it will do more than meet the existing neced,
then the effect of any excess capacity gencrated must be explained.

The estimated cost should be set forth., It should be realistic
and based on an estimate made by a-professional. ‘This should include é
detailed cost breakdown of ghe new construction, based on preliminéry
architectural drawings, An‘artist's rendering of the completed'building
should be included, along with a copy of those basic architeétural
drawings,

Since a college building is generally considered a one-use facil-

ity, consideration should be given to a flexible design so the building

can be modified as conditions change, and converted to other educationally
related uses should such action become necessary; Foreclosure on a

collcge building is not desirable because the buildings aré spectal-purpose
with few, if any, uses other than being college buildings, and the bad
public relations aspects for the foreclosing lender must also certainly

be considered, It is thelefoxe to cvelyobé s advantage LhaL the bu11d1ng
be flexxble enough so. iE functions nust be changed 1n'ordcr for the

building to rom1in a viable pa1t of the campus unt11 the loan is rcpa1d

e

"Such actio19 (an be acLOnplished

ources of funds for the project

'The pxoposed brcakdown‘oi




' be stxcssed

'gbe diSCuSSed, nsnecxally 1f Lhose itcms have rclevance Eor the [uture.; -
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be pKCSCHLcd carly in the study. There appear to be for thi; item only

a few sources of funds, among which are current operations (i.e., pay as
i

you go), philanthropy, unrestricted endowments and borrowing: These

items will be presented in later parts of the study, but shouid be

summarized here also, It might be desirable to simply present percen-

tages of the total cost at this time, These will be spelled out in more

detail and in dollar amounts in later sections,

History of College

The history is valuable because it can prove that the institution
has been able to sustain itself over a period of time and is likely to
continue to exist. This feature is no different from the "going concern
concept" applied to industrial companies by credit analysts,

It is here that a college should point out and discuss its past
debt experience, Dates, amounts borrowed, 1e£ters of reference from
those previous lenders, etc., are all items of interest to the future
lender, A summary of chénges in the institution's debt structure that
have taken place within the past ten years should be included here, Also,

the nanner in which past debt has been met is important. Any slow or late

.payments should be explained in detail., Great care should be taken not

o "forget" unfavorable data, since it will probably be revealed anyway
in the lender's routine credit check., If the college presents the

unfavorable information first, they have the advantage of presenting it

10 the nost faVorable light, If past debt was repaid early, this should

¢

Any unique 1tems that appeal in the history of the college shouldf l][f;

kw91 s of hoq the collegc has 1 rked with the comnunity'Lo help ncet L
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its nceds ave well placed here, as they tend to suggest future support
by that community, The economic and cemployment impact of the college

oun the community should be discussed also.

Future of Collegé

Thp purpose of this section of the study is to convince the lender
that the college will continue to meet future needs at least long enough
to repay the loan.

The future develcpment of curriculum, and the physical facilities
to serve that increased or changing demand should be explored., In order
to assume a viable future, the college should probably plan for at least
a limited, directed growth in carollment, and make plans to assure the
recruitment of addiéional students is successful, If an enrollment gain
is not forecasted, then it should be explained in detail why limiting the
growth to such an extent will be to the college's best interests.

A long-range plan, probably in narrative form, should be presented
in this section. There is no reason to expect that money will be loaned
on a long-tern basis to construct & building if there is no plan for its
productive use for more than a few‘years. A capital budget, indicating
the capital needs for a period of from {ive to ten years, is also a
desirable tool,

1f the long-range plans call for the conversion of the bgilding for
other uses in the future, this should be explored in detail, The bullding
itself should be so desxgned to be convertxble 1nto the other use at a

nlninun of oxpensevand o{fort.,

rhe future of the college so Ear as flnances, 5La{[ and Studcnts i; o

,are Loncerned is covered in "epmate sections because of Lhoxr

 fipo r_:!:**“xceef o
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I

Financjal Review, Current Status and Projeclions

As with all other businesses, a college's ability to borrow,
depends on its ability to rcpay the loan, which almost entirely depends
on its ability to generate income in excess of normal operating expenses,

Therefore, a careful examination of the financial information is warranted,

1
|

"Financial statements would be examined to determine the college's credit
wortiiiness by estimating the ability of the college ts repay the proposed
debt, evaluating the college's overall financial andition, and assessing
the ability of the college's management, o

Colleges should reduce debt as much as practical before taking on
new debt. The total debt picture influences the crecation of new indebt-
edness. What the proposed debt will mean must be'determined in order éo
judge the propriety of an additional debt burden.

Most lenders wish to éxamine the audited financial statements for
the past five ycars (or maybe ten). These would include the Income Staée-
ment, the Cash Flow Statement and the Balance Sheet. Most lenders prefer
fully audited statements with an unqualificed opinion by aﬁ independent
certified public accountant. Probably the financial statements will be an
attachment to the financial {fcasibility étudy, with a <~ >y included in
the body of the sFudy.

The most recent financial statcaent should be complete in all
respects, including notes, and submitted as an attachinent to the study,
Coaclusions to be drawn from the current stateament Snould_be included in
the Body with full references to the attached dogument. The latest
financial statemcnt should indicaté all debt, whethier current or long-term,

~All existing mortgages and liens should be shown,

Various statistical reports should be submitted as desirable to

jrcflectknoﬁfiscal portions of the operation, ThéSe-could'fnclude~*;
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descriptions of certain programs of instruction, etc.

A sct of Pro Forma operating projections should be'déveloped cover-
ing the next three to ten years, Financial projections should be
prepared showing both the revenue specifically derived from ;he individual
project (if it is revenue yielding), as well as the revenue picture for

ra .

the entire cbllege. These projections should include forecasts of revenue
and expense, as well as other necessary forecasts, The projections should
be accompanied by narrative conclusions, related directly to repayment

of the debt. 1Income statements should include observations about how
charges to students wiil compare with other institutions and how this

may affect future growth. For example, a nearby college with a much lower
scale of total charges to students, may well tend to reduce the enrollment
of the more expensive college in times of financial uncertainty,

Two obvious methods of Improving financial stability in the present
or future, are to raise income and reduce costs. Show how this can be
done if it ever becomes necessary,

Philanthropic projections should be included since, if the college
has a good institutional development program, with a proven history of

incomne from this source, it may well be possible to consider this as
another source of regulatr income, Future projections of income and
expense are based on historic trends and future expectations, so if pro-
perly presented, philanLhropy could also bé projected and considered in

future ycars. HMost lenders do not favor the inclusion of philanthropy

in projections of future income, but a realistic case can be made for
[

[y

] . . B
doing so in some instances, Information on endownent is quite important,
This would include present endownent assets and future expectations such

yﬁs wills and baquests, items in probate, cte,
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Enrollment, Faculty dnd Administration

The enrollment history of the institution should be éraced back
!
many years, It should be analyzed to jindicate who enrolled,’ why, and where
they lived prior to enrolling. The present situation should be presented
to show who now attends the college, why, and how many vacancies, if any,
there areiin the cntering class,

The futurc enrollment question is critical in determining the
ability of the college to generate income and repay debt, A demographic
analysis, or '"student origin-study," with an analysis of expected enroll-
ment based on numbers of pre-college students by age group in the school's
"service area" could furnish fmportant data. The projections of the
student body enrollment in the future should be analyzed to detewvmine
that it is in fact not an oyerenthusiastic estimate., It is very importaﬁt
that the functional planning include full consideration of new programs
to meet new student needs, and to insure an ﬁdequate future student enroll-
ment, Expected recruiting efforts, scholarship programs, etc., could be

useful and persuasive to a lender,

The faculty is another important area of concern., What has becen

the history of the institution's faculty? Have more mature, experiecnced

texchers rémained, as well as younger tecachers been attracted? 1f almost
the cntive staff is tenured, this probably indicates a(good cirployment
climate. However, it also means that the school cannot improve the
student-faculty ratio without recruiting additional students. A highly
tenured staff may linit nmanageaent,

Items to be discussed abéut the faculty include the ability to
recruit new staff for new programs, the actual control management has
over the staff and hou Lhcif vage-benefit package compares with other

colleges., Any unique personalities on the teaching staff should be
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introduced in the comments,

The administvation is another very important item, It is good to
~present the qualifications and backgrounds of administrators and board
members to the lender, so he can become as familiar as possible with
their individual and combined abilities,

Management must have the authority and abilicy to continue to run
the college. Any plans to improve the quality of the administration
should be presented as a positive item, Good management, in the final

consideration, is probably the best assurance that the loan will be repaid.

’

The Proposed loan

In presenting the overall loan picture, the financial feasibility
study must indicate the amount of money to be borrowed, the security
offered, the amount of equity available, the length of the loan repay-
ment period and the method of repayment,

The amount of money to be borrowed should be set forth including
alternate amounts. If alternate anounts are mentioned, the reason for
the difference should be explained. The amount of the loan, when added
to the cash equity, must cﬁual or excced the project's construction costs,
but at the same time be within the range that can be repaid by the
college over the life of the loan,

Lenpth of the loan is an item that will require a great deal of
careful consideration, There is no easy way to determine what the term
of the 1ndebtednéss should be, However, it appecars to decxrcase from a
high of fifty years as alléwed by the FHA College lousing Program,‘hown
tpythe maturitiecs on bank loans of one to ten ycars,

While the loan should be repaid in as short a time as possible, it‘

appears to be a good rule of thumb that the life of the debt should not



exceed the useful life of the building.

The nonborroved equity requirement is another item to carefully
consider, 1t appears from the results of a recent survey that most
lenders recommend, or require as a minimum, a nonborrowed equity of

between twenty and thirty-five per cent of the total project cost. Most

: . !
lenders look much more favorably at requests from projects that include
|

a high amount of equity, rather than requests from those projects with

less equity when considered as a per cent of total project cost,

!

For financial feasibility purposes, use an interest rate for

planning that appears to be realistic. It appears reasonable to consider
going ahead with the loan whenever construction is ready, regardless of
the current interest rate, since attempts to play.the market often resﬁlt
in incrcased construction costs, and inflationary pressures cating up

zay advantage gained by obtaining a slightly better interest rate at a
slightly later time. A borrower should consider borrowing money at the
time when it is needed, because of the uncertainty of today's money
market, )

There are different methods of debt repayment. Philanthropy is
one method that wmost lenders will not accept, even though if a historical
trend approach is presented, there should be a chance of having the
lenders reconsider this historic bias. Lenders generally want‘to sce
that the debt can be repaid from current cash flow. Therefore, the finan-
cial feasibility presentation must indicate high enough earnings to pay
opcrating expenses and debt service, and still generate a surplus to

£ 4
cover unforescen cexpensces,
The security offered the lender to assure repayaent must be

considered, While other things may be used, such as income from

“unvestricted endowinents, most lenders requive a first mortgage lien
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against the property that the loan was cxpended on, The college should
indicate its willingness to mortgage the new construction and to pledge
that amount of revenue, from the building or from the gencral college

operations, necessary to make the routine debt repayments.,

Presentation to Lenders (optiaanal section of study)

The above described financial feasibility study may be presented
tovthe lenders in the form of a request f.. su. A cover letter should
be prepared, introducing the project, briefly defining the loan that is
being requested, and referring to the attached financial feasibility
study. Offers from lenders should be requested in specific temms and by
a cc;taiﬁ date. The letter should give a coatact perron and offer
additional information if needed.

While there is no reason to contact a large number of lenders,
many experts recommend that between three and ten lenders be formally
contacted. The important thing is that the lenders realize that the
college is sincere in its loan proposal. This is why the lending insti-'
tutions should be screened in order to limit the number of contacts to
those lenders who are interested and will give serious consideration to
the loan proposal.,

When the responsés to the proposal are received, it is hoped that
there will be more than one satisfactory offer for the college to consider.
When more than one offer to loan the nceded money to the college is
received, the college becomes the party to select the most beneficial
plan, and is not left with a "take it or leave it" situation. .

- ‘Once the college has agreed with a lender, on'a satisfaclory course
of financing, the projéct may‘proéeed to start of construction and cven-

tually to the completion of the nceded campus building,
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